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Explanation  of  the  Bill,  H.R.  15414,  as  Agreed  To  in 
Conference 

introductory  statement 

This  explanation  of  the  conference  substitute  to  the  text  of  the  bill, 
H.R.  15414,  supplements  the  explanation  in  the  statement  of  managers 
on  the  part  of  the  House  and  corresponds  to  the  general  explanation 
customarily  included  in  reports  from  the  Committee  on  Ways  and 
Means  and  the  Committee  on  Finance  on  major  bills  amending  the 
Internal  Revenue  Code. 

The  short  title  of  this  bill  is  the  "Revenue  and  Expenditure  Control 
Act  of  1968."  The  long  title  of  the  bill  is  "An  act  to  increase  revenues, 
to  limit  expenditures  and  new  obligational  authority,  and  for  other 
purposes." 

SUMMARY 

A.  The  principal  revenue  amendments  made  by  this  bill  are  as  follows: 

1.  An  income  tax  surcharge  at  an  annual  rate  of  10  percent  is  pro- 
vided. Generally,  this  is  effective  for  corporations  beginning  January  1, 
1968,  and  for  individuals  April  1,  1968.  In  both  cases  the  surcharge 
applies  until  July  1,  1969. 

2.  Provision  is  made  for  a  speedup  of  corporate  tax  payments  by 
increasing  from  70  to  80  percent  the  percentage  of  estimated  tax 
which  a  corporation  must  pay  currently  and  by  gradually  eliminating 
(over  a  10-year  period)  tJae  present  $100,000  corporate  exemption  from 
estimated  tax.  In  addition,  provision  is  made  for  "quickie"  refunds  of 
overpayments  of  estimated  tax;  and  the  requirement  for  corporations 
to  file  a  declaration,  at  the  time  of  making  the  first  estimated  tax 
payment,  is  eliminated. 

3.  The  excise  tax  rates  on  new  passenger  automobiles  and  telephone 
services  are  to  continue  at  the  May  1968  levels  of  7  percent  and  10 
percent,  respectively,  until  January  1,  1970.  Thereafter,  these  excise 
taxes  are  to  be  gradually  reduced  until  they  are  eliminated  on  January 
1,  1973. 

4.  Taxpayers  who  mail  a  deposit  of  tax  (such  as  withheld  income 
tax,  estimated  tax,  or  excise  tax)  2  or  more  days  before  the  pre- 
scribed due  date  are  to  be  considered  as  having  made  a  timely  deposit 
even  though  the  deposit  is  received  after  the  due  date. 

5.  Interest  on  so-called  industrial  development  bonds  generally  is 
to  be  taxable  with  respect  to  issues  on  or  after  May  1,  1968  (unless 
specified  commitments  were  made  prior  to  that  time) .  An  exception  to 
this  rule,  however,  is  made  for  bond  issues  of  less  than  $1  million  and 
also  for  certain  specified  categories  wJaich  are  to  continue  to  be  exempt. 

6.  Deductions  are  to  be  available  for  advertising  expenses  in  a 
presidential  convention  program  under  certain  limited  circumstances. 

7.  Cooperative- type  entities  providing  joint  services  solely  for 
tax-exempt  hospitals  are  to  be  treated  as  tax-exempt  organizations 
where  only  limited,  specified  types  of  services  are  provided. 
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B.  The  principal  expenditure  control  amendments  made  by  this  bill  are 
as  follows: 

1.  In  the  case  of  full-time  permanent  employees  in  the  execative 
branch  only  three  out  of  four  vacancies  in  agencies  or  departments 
may  be  filled  during  any  month  when  the  employment  level  for  the 
executive  branch  exceeds  the  June  30,  1966  level.  Temporary  and 
part-time  employees  in  any  department  or  agency  generally  are  limited 
to  the  number  of  similar  employees  on  the  rolls  in  the  corresponding 
month  of  1967.  In  keeping  with  the  June  30,  1966  date,  the  provision 
is  carefully  designed  to  that  it  can  be  operated  in  such  a  fashion  that 
whenever  any  agency  has  reached  its  June  30,  1966  level,  then  it 
can  be  in  a  position  to  resume  full  appointment.  To  this  end,  the  con- 
ferees believe  that  the  more  efficient  operation  of  the  Government 
means  that  the  Director  of  the  Budget  generally  should  reassign 
vacancies  to  any  agency  which  has  reached  its  June  30,  1966  level. 
For  example,  in  applying  this  provision  in  the  case  of  the  Veterans' 
Administration  (including  all  such  employees  working  in  veterans 
hospitals),  no  reduction  should  be  required  in  employee  levels  below 
that  of  June  30,  1966,  in  the  case  of  permanent  or  full-time  employees. 

2.  Federal  expenditures  and  net  lending  in  the  fiscal  year  1969  are 
to  be  reduced  by  $6  billion,  from  the  level  of  $186.1  to  $180.1  billion 
except  for  increases  which  may  occur  for  expenditures  related  to 
Vietnam  operations,  interest  on  the  debt,  veterans  services  and  benefit 
payments,  and  payments  from  social  security  trust  funds. 

3.  Total  new  obligational  and  loan  authority  provided  for  the  fiscal 
year  1969  is  to  be  reduced  by  $10  billion,  or  from  $201.7  to  $191.7 
billion,  with  the  same  exceptions  as  referred  to  above. 

4.  The  President  is  to  make  a  report  including  specific  recommenda- 
tions for  legislation  rescinding  not  less  than  $8  billion  of  unobligated 
balances  at  the  time  he  sends  up  the  1970  budget. 

C.  The  public  assistance  amendments  made  by  this  bill  are  as  follows: 

1.  The  limitation  on  Federal  financial  participation  in  the  AFDC 
program  applicable  under  present  law  is  postponed  for  1  year  from 
July  1,  1968,  to  July  1,  1969.  The  allowable  level  for  any  State  under 
the  AFDC  program  is  to  take  into  account  any  addition  in  the 
average  monthly  number  of  dependent  children  in  a  State  who  come 
within  this  category  as  a  result  of  a  court  decision  with  respect  to  the 
State's  residency  or  "man-in-the-house"  requirements. 

2.  The  prohibition  under  present  law  on  payments  of  assistance  with 
Federal  participation  to  a  family  when  the  father  receives  unemploy- 
ment compensation  during  any  part  of  the  same  month  is  modified  so 
that  the  family  may  receive  assistance  during  any  weeks  that  the  father 
does  not  receive  unemployment  compensation. 

3.  The  period  in  which  the  Federal  Government  is  to  continue 
making  payments  under  title  XIX  coverage  for  medical  services  to 
aged  medically  needy  persons  in  a  State  which  has  not  purchased 
supplementary  medical  insurance  on  their  behalf  is  extended  from 
January  1,  1968,  to  January  1,  1970. 

TITLE  I— REVENUE  AMENDMENTS 

The  revenue  amendments  deal  with  numerous  subject  matters 
which  are  described  under  the  headings  set  forth  below.  The  major 
feature  of  this  title,  however,  is  the  10-percent  surcharge  which  gen- 
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erally  is  eflFective  January  1,  1968,  in  the  case  of  corporations  and 
April  1,  1968,  in  the  case  of  individuals. 

The  conference  committee  agreed  with  the  Senate  that  it  is  necessary 
to  reduce  the  prospective  budget  deficit  to  more  manageable  pro- 
portions by  increasing  taxes  (subject  to  the  expenditure  and  obliga- 
tional  authority  reduction  set  forth  in  title  II)  in  order  to  halt  inflation, 
relieve  pressures  on  the  domestic  financial  markets,  and  strengthen 
international  confidence  in  the  value  of  the  dollar. 

Recent  events  make  it  clear  that  inflationary  pressures  are  growing. 
Nearly  half  of  the  record  increase  in  gross  national  product  in  the 
first  3  months  of  1968  was  attributable  to  price  increases  rather  than 
real  gains  in  production.  Furthermore,  prices  increased  at  an  annual 
rate  of  4  percent  during  this  period.  This  is  not  onlj^  unacceptably 
high  but  also  indicates  that  the  rate  of  price  increase  is  accelerating. 
Moreover,  these  price  increases  occurred  throughout  the  economy. 

The  overheated  rate  of  expansion  which  has  generated  price  in- 
creases has  also  been  accompanied  by  a  serious  deterioration  in  the 
U.S.  balance  of  payments.  Within  recent  months,  imports  of  lower 
priced  foreign  goods  have  risen,  jeopardizing  the  entire  program  to 
close  the  balance-of-payments  gap.  In  March,  imports  actually  ex- 
ceeded exports  on  a  seasonally  adjusted  basis.  Foreign  confidence  in 
the  value  of  the  dollar,  already  weakened  in  the  aftermath  of  the 
devaluation  of  the  British  pound  and  the  winter  gold  crisis,  may 
lessen  still  more  if  the  United  States  fails  to  demonstrate  progress 
toward  a  reduction  in  the  balance-of-payments  deficit. 

Recent  trends  in  domestic  financial  markets  bear  a  disturbing 
resemblance  to  the  developments  Avhich  caused  such  distress  in  1966. 
Demands  for  credit,  in  an  important  measure  attributable  to  Federal 
borro^\dng  to  cover  a  $25  bilHon  1968  deficit,  have  pushed  interest  rates 
above  the  high  levels  reached  in  1966  to  the  highest  levels  in  a  century. 
Furthermore,  recently  the  rate  at  which  funds  are  withdrawn  from 
savings  and  loan  associations  has  increased  sharply,  casting  doubt  on 
the  ability  of  these  institutions  to  supply  needed  funds  for  home 
mortgages. 

An  essential  ingredient  in  any  policy  to  restore  price  stability, 
strengthen  international  confidence  in  the  dollar,  and  relieve  domestic 
financial  pressures  is  a  sharp  reduction  in  the  size  of  the  Federal  deficit 
for  1969,  which  in  the  absence  of  this  bill,  will  approach  $24  bilhon 
and  could  well  be  substantially  more.  Reducing  expenditures  and 
increasing  taxes  should  restore  a  better  balance  between  Federal 
expenditures  and  tax  receipts  and  relieve  inflationary  pressures  with- 
out jeopardizing  the  maintenance  of  full  employment.  It  will  also 
demonstrate'  conclusively  to  foreigners  our  willingness  to  reduce  the 
balance-of-payments  deficit  to  an  acceptable  level.  Finally,  a  sharp 
reduction  in  the  Federal  demand  for  borrowed  funds  will  help  to 
restore  normal  domestic  financial  relationships. 

The  provisions  of  this  bifl  will  reduce  the  1969  budget  deficit  to  a  figure 
far  less  than  the  $25  bilhon  estimated  for  the  fiscal  year  1968.  Reduc- 
tions in  expenditures,  provided  in  title  II,  account  for  a  substantial 
part  of  this  reduction.  But  the  expenditure  reductions  that  are  feasi- 
ble in  view  of  the  Nation's  international  and  domestic  commitments 
are  not  enough  to  accomplish  the  task.  A  tax  increase  is  also  necessary. 

The  table  below  indicates  that  in  the  fiscal  years  1968  and  1969 
it  is  expected  that  the  bill  as  agreed  to  by  the  conferees  will  increase 


receipts  by  $15.5  billion;  $3  billion  of  this  is  attributable  to  the 
excise  tax  extensions  and  $1  billion  to  the  speedup  of  corporate  tax- 
payments  in  the  fiscal  years  1968  and  1969.  The  remainder — $11.6 
billion — is  attributable  to  the  impact  of  the  surcharge  on  collections. 
The  surcharge  on  the  individual  income  tax  will  account  for  $7.8 
billion  of  the  increase  and  the  corporate  surcharge,  $3.8.  billion. 

TABLE  1.— ESTIMATED  REVENUE  INCREASES  DUE  TO  TAX  PROVISIONS  OF  H.R.  15414-CONFERENCE  ACTION 

[In  billions  of  dollars] 

Fiscal  year 


1968  1969 


.3 
.0 

2.7 
1.0 

0 

7.8 
3.8 

.0 

11.6 

Excise  taxes,  extension  of  present  rates: 

Automobiles,. . 0.2  1.5 

Telephone  service _. .1  1.2 

Total,  excise  extension. .__ _ 

Corporations  estimated  taxpayments ' _ 

Surcharge:' 

Individuals _ 

Corporations .__ 

Total  surcharge 

Total  revenue  increase .3  15.2 

'  Assumes  enactment  of  this  bill  too  late  for  Treasury  receipts  to  reflect  much,  if  any,  increase  in  the  case  of  the  indi- 
vidual or  corporate  income  tax  payments  in  the  fiscal  year  1968. 

Note:  Detail  may  not  add  to  total  due  to  rounding. 

Addendum:  The  surcharge;  a  full  year  liability  at  1968  income  levels:  Billions 

I  nd ividuals -    $6. 8 

Corporations _ - ---      3.4 

Total ---    10.2 

Section  101.  Amendment  of  existing  law  (sec.  101(b)  of  the  House 
bill  and  sec.  5  of  the  Senate  bill) 
This  section  is  essentially  the  same  as  provisions  in  both  the  House 
and  Senate  versions  of  the  bill.  It  provides  that  whenever  an  amend- 
ment or  repeal  is  expressed  in  this  title  of  the  bill,  the  expression  refers 
to  provisions  of  the  Internal  Revenue  Code  of  1954. 

Section  102.  Imposition  of  tax  surcharge  (sec.  17  of  the  Senate  bill  and 
sec.  51  of  the  code) 

This  section  imposes  an  income  tax  surcharge  at  an  annual  rate  of 
10  percent.  For  corporations  this  is  generally  effective  January  1,  1968, 
and  for  individuals  it  is  generally  effective  April  1,  1968.  In  both  cases 
the  surcharge  applies  until  July  1,  1969.  In  substance,  the  section  is 
the  same  as  in  the  Senate  amendment. 

The  surcharge  which  the  section  imposes  is  in  addition  to  the 
income  taxes  which  a  taxpayer  must  pay  under  existing  law.  The 
surcharge,  as  it  was  under  the  Senate  amendment,  is  a  percent  of 
these  existing  taxes  (with  certain  adjustments). 

In  the  case  of  an  individual  reporting  on  the  calendar  year,  the  rate 
of  the  surcharge  is  7.5  percent  for  1968  and  5  percent  for  1969.^  This  is 
the  approximate  equivalent  of  a  10-percent  tax  from  April  1  in  1968 
and  for  the  first  half  of  the  year  in  1969.  The  result  is  that  the  calendar 
year  individual  taxpayer  pays  the  surcharge  at  an  annual  rate  of 

'  In  the  case  of  an  individual  reporting  on  a  fiscal  year  Iwsis,  the  surcharge  is  at  an  annual  rate  of  10  perceit 
for  the  15-month  period  beginning  Aprill,  1968,  an'd  ending  June  30, 1969.  The  rate  for  any  fiscal  year  only 
a  part  of  which  is  within  the  surcharge  period  is  prorated  on  a  daily  basis. 


10  percent  for  the  15-month  period  of  the  surcharge.  The  rate  of  7.5 
percent  for  the  calendar  year  1968,  and  the  rate  of  5  percent  for  the 
calendar  year  1969,  applies  to  the  entire  tax  of  the  applicable  taxable 
year,  whether  attributable  to  income  received  before  or  after  the  afore- 
mentioned effective  dates. 

The  tax  surcharge  does  not  apply  to  individual  taxpayers  whose 
income  taxes  (w^ithout  regard  to  the  surcharge)  are  below  specified 
limits.  The  tax  does  not  apply  unless  the  taxpayer  has  taxable  income 
above  the  first  two  tax  brackets;  that  is,  in  the  case  of  a  single  person, 
the  tax  applies  only  if  the  individual's  tax  exceeds  $145,  or  in  the  case 
of  married  persons  filing  joint  returns,  only  if  their  tax  exceeds  $290.^ 

An  individual  taxpayer  whose  tax  (without  regard  to  the  surcharge) 
is  just  above  the  amount  of  the  exemption  is  not  to  pay  the  surcharge 
at  the  full  annual  rate  of  10  percent.  To  have  required  him  to  do  so 
in  effect  would  have  imposed  a  special  tax  of  $15  (or  $29  for  a  married 
couple)  ^  on  his  income  immediately  above  the  exemption  level.  This 
would  leave  a  taxpayer  whose  before  tax  income  is  immediately  above 
the  exemption  level  with  a  smaller  after  tax  income  than  a  taxpayer 
whose  income  is  immediately  below  the  exemption  level. 

To  avoid  the  result  described  above,  the  section  provides  that  the 
amount  of  the  surcharge  cannot  exceed  the  surcharge  which  would 
result  if  the  surcharge  applied  at  twice  the  annual  rate  (i.e.,  15  percent 
in  1968),  but  only  to  a  taxpayer's  income  tax  liability  above  the  exemp- 
tion level.  This  means,  for  example,  that  a  single  person  whose  1968  tax 
(before  the  surcharge)  is  $200  must  only  pay  a  surcharge  of  $8  (or  15 
percent  of  $55)  and  not  a  surcharge  of  $15  (or  7.5  percent  of  $200) .  The 
result  of  phasing  in  the  surcharge  in  this  manner  is  to  apply  the 
surcharge  at  the  lower  rate  provided  by  the  phase-in  provision  only 
to  those  taxpayers  whose  taxes  (without  regard  to  the  surcharge)  are 
above  the  surcharge  level  but  are  not  over  about  twice  the  level  of 
the  surcharge  exemption.  The  section  provides  surcharge  tables  to 
reflect  the  surcharge  up  to  the  levels  where  the  optional  tax  tables 
apply.  As  a  result  no  taxpayer  now  determining  his  tax  from  the  op- 
tional tax  tables  is  to  be  required  to  compute  the  surcharge. 

The  exemption  for  the  individual  taxpayer  does  not  apply  to  an 
estate  or  trust.  Nor  does  it  apply  to  a  corporation.  These  latter  tax- 
payers must  pay  the  full  amount  of  the  surcharge  at  the  annual  rate 
of  10  percent.  In  the  case  of  an  estate  or  trust,  the  surcharge  in  effect 
applies  (as  it  does  in  the  case  of  an  individual  taxpayer)  only  for  the 
15-month  period  April  1,  1968,  through  June  30,  1969.  In  the  case  of 
a  corporation,  the  surcharge  applies  for  the  18-month  period  from 
January  1,  1968,  through  June  30,  1969.  For  a  corporation  reporting 
on  a  calendar  year  basis,  the  rate  of  the  surcharge  is  a  full  10  percent 
in  1968  and  5  percent  in  1969. 

The  surcharge,  as  previously  explained,  is  a  percent  of  the  amount 
of  the  income  taxes  (without  regard  to  additions  to  tax  or  penalties) 
imposed  by  chapter  1  of  the  code  with  certain  adjustments.  With 
the  exception  of  certain  items,  noted  below,  the  surcharge  applies 
with  respect  to  all  taxes  imposed  by  chapter  1.  For  example,  the 
surcharge  applies  with  respect  to  the  tax  on  capital  gains  (but  not 


-  The  tax  surcharge  does  not  apply  hi  the  c;ise  of  a  head  of  household  if  the  tax  docs  not  exceed  $220.  For 
married  couples  filing  separately,  the  exe  nption  level  is  the  same  as  for  single  persons,  and  for  a  surviviniz 
spouse,  the  same  as  for  married  couples  filing  joint  returns. 

3  Based  on  a  10-percent  surcharge.  With  a  7.5-percent  surcharge  (applicable  in  1968)  the  amounts  are  $10.87 
and  $21.75,  respectively. 


in  the  partial  tax  computation  necessary  to  determine  if  the  alter- 
nate capital  gains  tax  is  applicable) ;  it  also  applies  with  respect  to 
the  tax  on  accumulated  earnings  of  corporations,  to  the  personal 
holding  company  income  tax,  etc.  The  surcharge  does  not  ap])ly 
to  the  flat  30-percent  (or  lower  treaty  rate)  tax  on  the  income  of  a 
nonresident  alien  individual  which  income  is  not  effectively  con- 
nected with  the  conduct  of  a  trade  or  business  in  the  United  States, 
since  this  tax  generally  does  not  change  with  rate  changes.  Nor  does 
the  surcharge  apply  to  the  flat  30-percent  (or  lower  treaty  rate)  tax 
on  the  income  of  a  foreign  corporation  which  income  is  not  effectively 
connected  with  the  conduct  of  a  trade  or  business  within  the  United 
States.  The  surcharge  also  does  not  apply  to  an  increase  in  tax  re- 
sulting from  a  recapture  of  a  previously  allowed  investment  credit, 
since  the  surcharge  is  applied  before  the  allowance  of  the  investment 
credit.  Nor  does  it  apply  to  an  increase  in  tax  resulting  in  certain 
instances  when  a  taxpayer  elects  to  aggregate  mineral  interests  since 
the  recapture  in  this  case  works  only  to  the  extent  of  the  prior  tax 
benefit. 

The  surcharge  applies,  as  it  did  under  the  Senate  amendment, 
before  any  allowance  for  credits  against  tax,  such  as  the  foreign  tax 
credit  or  the  investment  tax  credit,  with  one  exception.  The  surcharge 
generally  is  applied  before  credits  because  this  is  the  result  which 
would  occur  in  the  case  of  a  rate  change.  It  also  is  necessary  not  to 
inflate  the  value  of  the  credits.  This  treatment  is  consistent  with  the 
treatment  provided  in  the  past  when  there  was  a  percentage  change 
in  tax. 

The  surcharge  applies  after  allowance  for  the  retirement  income 
credit.  The  reason  for  the  exception  is  to  treat  taxpayers  who  receive 
retirement  income  substantially  in  the  same  manner  as  individual  tax- 
payers who  receive  social  security  benefits.  Since  social  security  bene- 
fits are  exempt  from  tax,  the  surcharge  does  not  increase  the  tax 
liability  with  respect  to  these  benefits.  Applying  the  surcharge  after 
allowance  for  the  retirement  income  credit  maintains  the  present 
relationship. 

Since  the  surcharge  generally  applies  before  the  allowance  of 
credits,  the  limitations  on  the  amounts  of  the  various  credits  which 
may  be  claimed  increase  as  the  result  of  the  imposition  of  the  surcharge. 
For  example,  ttie  investment  credit  in  any  year  cannot  exceed  $25,000 
plus  50  percent  of  a  taxpayer's  tax  liability  in  excess  of  $25,000. 
Since  tJtie  surcharge  increases  the  taxpayer's  tax  liability  for  the  year, 
it  also  increases  the  maximum  amount  of  the  investment  credit  he 
can  claim.  The  effect  thus  is  to  allow  taxpayers  to  claim  credits  against 
the  tax  resulting  from  the  surcharge. 

In  order  to  keep  individuals  as  near  current  as  possible  with  respect 
to  the  payment  of  their  tax  liabilities,  the  amendment  provides  a  new 
set  of  wage  withholding  tables  to  reflect  the  surcharge.  In  addition, 
those  taxpayers  who  pay  their  income  taxes  currently  by  quarterly 
payments  of  estimated  tax  are  required  to  increase  their  estimated  tax- 
payments  to  take  the  amount  of  the  surcharge  into  account.  The  pro- 
vision of  existing  law  which  permits  a  taxpayer  (individual  as  weU  as 
corporate)  in  determining  whether  or  not  he  is  subject  to  a  penalty  for 
underpayment  of  estimated  tax,  to  rely  on  his  tax  shown  on  his  return 
for  the  preceding  taxable  year,  is  suspended  for  any  taxable  year  for 
which  the  surcharge  is  imi)osed.  This  is  necessary  to  be  sure  that  the 


surcharge  is  more  closely  reflected  in  current  taxpayments.  Taxpayers, 
however,  will  not  be  subject  to  a  penalty  if  they  base  their  estimate  on 
last  year's  income  but  apply  the  current  year's  rates  (including  sur- 
charge). As  provided  in  section  104  of  the  bill,  an  individual  taxpayer 
is  to  increase  his  estimated  taxpayments  beginning  with  his  first 
payment  due  on  or  after  September  15,  1968.  A  corporate  taxpayer  is 
to  take  the  effect  of  the  surcharge  into  account  beginning  vnih  its 
first  taxpayment  due  on  or  after  June  15,  1968.  A  special  rule  requires 
the  Secretary  of  the  Treasury  to  prescribe  a  date,  not  earlier  than 
15  days  after  the  date  of  enactment  for  the  payment  by  a  corporation 
of  the  increase  in  its  estimated  taxpayment  due  on  June  15  (or  due 
later  dates)  as  a  result  of  the  enactment  of  this  bill. 

The  surcharge  provision  also  provides  a  series  of  special  rules 
in  order  to  conform  existing  law  to  the  amendments  made  by  the 
surcharge.  For  example,  there  are  specific  rules  relating  to  the  special 
deduction  for  Western  Hemisphere  trade  corporations  and  the  special 
deduction  with  respect  to  dividends  on  the  preferred  stock  of  pubhc 
utiHties.  Another  rule  provides  that  to  the  extent  the  tax  imposed  by 
the  surcharge  is  attributable  to  a  tax  imposed  by  another  section  of 
the  code,  the  tax  is  deemed  to  be  imposed  by  the  other  section.  This 
rule  applies,  for  example,  in  the  case  of  the  treatment  of  certain  dis- 
tributions to  shareholders  of  life  insurance  companies,  and  the  re- 
quired adjustments  for  taxes  in  computing  accumulated  taxable 
income,  undistributed  personal  holding  company  income,  and  undis- 
tributed foreign  personal  holding  company  income.  The  rule  also 
aftects  how  the  surcharge  applies  to  an  unincorporated  business 
enterprise  which  has  elected  to  be  taxed  as  a  domestic  corporation. 

The  surcharge  amendment  also  contains  a  special  rule  increasing 
required  minimum  distributions  which  a  domestic  corporation  must 
receive  from  its  foreign  subsidiaries  in  order  to  avoid  including  the 
undistributed  earnings  of  the  foreign  subsidiaries  in  its  own  income. 
In  the  absence  of  the  minimum  distribution,  the  domestic  corporation 
would  have  to  include  a  portion  of  its  subsidiaries'  income  in  its  own 
income,  even  though  the  subsidiaries  did  not  distribute  the  income 
to  the  parent.  This  change  is  necessary  to  assure  that  the  tax  on  these 
corporations'  income,  domestic  and  foreign,  is  at  least  equal  to  the 
tax  that  would  be  paid  if  the  income  were  earned  entirely  in  this 
country. 

Section  103.  Speedup  of  corporate  tax  payments  {sec.  3  oj  the  House 
hill,  sec.  7  oj  the  Senate  hill,  and  sees.  6154  cind  6425  of  the  code) 

Present  law. — Present  law  requires  a  corporation  with  an  estimated 
income  tax  (after  credits)  in  excess  of  $100,000  to  file  a  declaration 
and  make  payments  of  estimated  tax  with  respect  to  this  excess  in 
the  current  year;  i.e.,  the  year  the  income  is  earned.  In  general,  the 
estimated  taxpayments  made  during  the  current  year  must  equal  at 
least  70  percent  of  the  tax  Uability  in  excess  of  $100,000  in  order  to 
avoid  an  addition  to  tax.  These  taxpayments  for  calendar  year  cor- 
porations are  payable  in  equal  quarterly  installments  on  April  15, 
June  15,  September  15,  and  December  15.  A  corporation  with  esti- 
mated income  tax  (after  credits)  not  exceeding  $100,000  is  not  required 
to  make  estimated  taxpayments. 

In  general,  if  a  corporation's  equal  quarterly  payments  of  estimated 
tax  during  a  year  in  total  are  less  than  70  percent  of  its  tax  over 
$100,000  for  the  year,   as  subsequently  sho^vIl   on  its  income  tax 
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return,  an  addition  to  tax  is  imposed  amounting  to  6  percent  per 
annum  on  tlie  amount  of  each  quarter's  underpayment.  However,  a 
corporation  is  not  subject  to  this  addition  to  tax  if  one  of  three  excep- 
tions applies.  Two  of  these  are  related  to  the  corporation's  last  year's 
experience;  i.e.,  there  is  no  addition  to  tax  if  the  total  of  its  estimated 
tax  payments  is  equal  to  the  income  tax  reported  on  its  prior  year's 
return  less  the  $100,000  exemption  or  if  this  total  is  equal  to  the 
amount  in  excess  of  the  $100,000  exemption  derived  by  applying  the 
current  year's  income  tax  rates  to  the  corporation's  taxable  income  in 
the  previous  year.  A  third  alternative  provides  that  there  is  no  addition 
to  tax  if  during  the  current  year,  as  each  quarterly  payment  comes  due, 
the  corporation  pays  an  amount  equal  to  70  percent  of  the  estimated 
income  tax  over  $100,000  which  would  be  due  if  the  corporation's  in- 
come received  throughout  the  entire  year  were  received  at  the  same 
rate  as  in  the  period  prior  to  the  due  date  of  the  installment  in  question. 
That  is,  no  addition  to  tax  is  payable  even  though  quarterly  payments 
are  unequal  as  long  as  the  pattern  of  payments  conforms  closely  to  the 
pattern  of  the  receipt  of  income  and  payments  in  total  equal  70  percent 
of  the  amount  of  tax  in  excess  of  $100,000. 

Explanation  of  conference  provision. — The  House  bill  made  four 
changes  in  the  estimated  tax  procedure. 

First,  it  repealed  the  requirement  that  a  corporation,  in  paying  its 
estimated  tax,  file  a  declaration  of  estimated  tax.  This  action  was 
taken  on  the  grounds  that  there  is  no  justification  for  requiring  a 
corporation  to  continue  filing  a  form  which,  under  present  practices, 
serves  no  useful  purpose.  The  Senate  bill  made  no  change  in  this 
provision  of  the  House  bill  and  it  is  included  in  the  conference  agree- 
ment. With  the  shift  in  1967  to  the  collection  of  estimated  tax  of  corpo- 
rations through  the  use  of  banks  as  depositaries,  the  filing  of  declara- 
tions of  estimated  tax  by  corporate  taxpayers  became  unnecessary. 
The  declarations  formerly  were  used  as  a  means  of  identifying  and 
billing  the  taxpayer;  but,  since  shifting  to  the  depositary  system,  the 
Service  supplies  the  taxpayer  with  deposit  forms  for  each  quarterly 
payment  which  contain  the  taxpayer's  identifying  number.  The 
deposit  forms  provide  both  the  Service  and  the  corporation  (through 
the  retention  of  a  stub)  with  a  record  of  payments  and  also  serve 
as  a  reminder  to  the  corporation  as  to  when  payments  are  due.  I 

The  second  change  in  estimated  tax  procedure  made  by  the  House  * 
bill  eliminated,  over  a  5-year  transitional  period,  the  $100,000  exemp- 
tion for  payment  of  estimated  tax  liability.  The  Senate  bill  used  the 
same  5-year  transitional  period,  but  reduced  the  $100,000  exemption 
generally  1  to  $5,500  (the  tax  on  the  first  $25,000of  income).  Both  the 
House  bill  and  the  Senate  bill  provided  for  estimated  taxpayments 
only  if  the  corporation's  estimated  income  tax,  after  credits  and  its 
exemption,  exceeded  $40.  (Present  law  has  a  similar  rule  in  the  case  of 
an  individual  taxpayer.)  As  the  House  and  Senate  reports  indicate,  this 
reduction  in  the  corporate  estimated  taxpayment  exemption,  in  addi- 
tion to  meeting  the  need  for  additional  revenue,  removes  a  competitive 
tax  advantage  to  those  operating  in  corporate  form.  The  phaseout  is 
provided  to  give  the  corporation  time  to  arrange  its  financing. 

The  conferees  agreed  to  eliminate  the  $100,000  corporate  exemption 
as  provided  in  the  House  bill,  but  over  two,  instead  of  one,  5-year 

'  Throughout  this  part  of  the  report  the  figure  $5,500  is  used.  This  is  applicable  to  corporations  other 
than  those  who  can  reasonably  expect  their  surtax  exemption  under  sec.  11(d)  to  bn  loss  than  $25,000.  In 
that  case,  the  figure  equal  to  22  percent  of  their  surtax  exemption  should  be  substituted  for  $5,500. 
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transitional  periods.  In  the  first  5-year  period  (1968  to  1972,  inclusive), 
a  progressively  smaller  ''transitional  exemption"  is  to  be  employed 
which  places  all  tax  liabilities  above  $5,500  on  a  current  basis.  The 
transitional  exemption  is  a  given  percentage  of  the  difference  between 
the  first  $100,000  of  a  corporation's  estimated  income  tax  liability 
(after  credits)  and  $5,500.  Thus,  if  the  corporation's  estimated  income 
tax  liability  (after  credits)  is  less  than  $100,000,  the  percentage  applies 
to  the  difference  between  its  estimated  tax  liability  and  $5,500.  This 
percentage,  called  the  exclusion  percentage,  is  to  be  80  percent  in 
1968,  60  percent  in  1969,  40  percent  in  1970,  20  percent  in  1971,  and  is 
to  be  eliminated  in  1972,  at  which  time  the  exemption  is  to  be  $5,500. 

In  the  second  5-year  period  (1973  to  1977,  inclusive),  the  $5,500 
exemption  is  to  be  phased  out  entirely.  In  this  case  another  transi- 
tional exemption  (technically  the  "temporary  estimated  tax  exemp- 
tion") is  to  be  available.  It  is  to  be  the  product  of  $5,500  or,  if  less, 
the  corporation's  estimated  income  tax  liability  (after  credits), 
times  an  applicable  percentage  equal  to  80  percent  in  1973,  60  per- 
cent in  1974,  40  percent  in  1975,  and  20  percent  in  1976,  and  falls 
to  zero  in  1977. 

These  dual  periods  for  the  phaseout  of  tax  liabilities  over  and  under 
$5,500  mean  that  eventually  all  taxable  corporations  (with  $40  or 
more  of  estimated  tax)  are  to  be  required  to  pay  their  tax  currently. 
However,  a  longer  period  is  made  available  for  the  first  $5,500  of 
tax  liability  since  this  primarily  affects  small  business. 

The  third  estimated  tax  change  made  by  both  the  Senate  and  the 
House  versions  of  the  bill,  and  included  in  the  conference  agreement, 
is  to  increase  from  70  percent  to  80  percent  the  percentage  of  esti- 
mated tax  which  must  be  paid  currently  (including  the  percentage 
payable  currently  if  the  quarterly  annualization  method  is  used)  to 
avoid  an  addition  to  tax.  This  provision  restores  the  balance  be- 
tween the  corporate  taxpayer  and  the  individual  which  existed  before 
the  Tax  Adjustment  Act  of  1966  advanced  these  percentage  require- 
ments from  70  percent  to  80  percent  for  individuals.  In  addition, 
in  raising  the  percentage  tests  (as  in  phasing  out  the  existing  exemp- 
tion), corporations  are  brought  closer  to  a  full  pay-as-you-go  basis. 

The  following  table  shows  the  allowable  exemptions  for  corpora- 
tions mth  estimated  income  tax  liabilities  of  $100,000  or  more  in  the 
first  transitional  period  and  vnih  estimated  income  tax  liabilities  of 
$5,500  or  more  in  the  second: 

1ST  5-YEAR  PERIOD 

Exclusion  Exclusion  Transitional 

percentage  base '  exemption  2 

1968  80        $94, 500  $75,600 

1969             60         94,500  56,700 

1970          40         94,500  37,800 

1971         20         94,500  18,900 

1972:--"^-"---::.-l-l - - --  5,500 

2D  5-YEAR  PERIOD 

Applicable  Temporary 

percentage         Exclusion  base  estimated 

tax  exemption  2 

1973  7,  80  $5, 500  $4, 400 

1974  '""  60  5,500  3,300 

1975  "" -  40  5,500  2,200, 

1976]]-;^l"^]^"'/_'.--"--!"!--]-ll-l-- 20  5,500  1,100 

1977  and  later  years 0 

1  $100,000  less  $5,500  in  1st  5-year  period. 

2  Payment  of  estimated  tax  required  only  if  estimated  tax  exceeds  exemptions  by  $40  or  more.   < 
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For  a  corporation  with  income  tax  liability  of  less  than  $100,000  in 
the  first  5-year  period,  the  transitional  exemption  is  the  exclusion 
percentage  multiplied  by  the  estimated  income  tax  less  $5,500.  For 
example,  assume  that  a  corporation's  estimated  income  tax  liability 
for  1968  is  $96,000.  The  transitional  exemption  is  to  be  $72,400  (80 
percent  of  $90,500)  making  the  required  tax  payment  $18,100  ($96,000 
minus  the  sum  of  $5,500  and  $72,400).  In  the  second  5-year  period,  the 
transitional  exemption  for  those  corporations  with  an  estimated  tax 
liability  of  less  than  $5,500  is  the  applicable  percentage  multiplied  by 
the  estimated  income  tax. 

The  fourth  change  in  estimated  tax  procedure  made  by  the  House 
and  Senate  bills  relates  to  quick  refunds  of  overpayments  of  estimated 
tax  by  corporations.  As  previously  indicated,  existing  law  requires  a 
corporation  with  an  estimated  income  tax  in  excess  of  $100,000  to 
make  payments  of  estimated  tax  in  the  current  year.  If  the  total  of 
these  payments  exceeds  the  tax  shown  on  the  return,  the  corporation 
may  claim  the  overpayment  as  a  refund.  It  may  not  claim  this  refund, 
however,  until  it  files  its  income  tax  return  for  the  year.  Unlike  the 
individual,  who  makes  his  last  installment  payment  after  the  close 
of  the  year,  the  corporation  must  complete  its  payments  during  the 
year,  and  therefore  cannot  reduce  these  payments  to  reflect  yearend 
losses.  Moreover,  corporations  may  claim  automatic  3-  or  6-month 
extensions  of  time  for  filing  their  tax  returns  merely  by  filing  requests 
(but  are  required  to  make  payments  of  proper  estimates  of  tax  on  the 
due  date) .  The  result  is  that  corporations  often  do  not  file  their  income 
tax  returns  until  more  than  8  months  after  the  close  of  their  taxable 
years.  Even  then,  the  Internal  Revenue  Service  may  wait  another  45 
days  before  refunding  any  overpayment  of  taxes  without  paying 
interest  on  the  overpayments.  As  a  result,  a  total  of  10  months, may 
elapse  between  the  close  of  the  year  and  the  time  corporations  receive 
refunds  of  overpayments  of  tax. 

The  House  bill  allowed  a  corporation  to  apply  for  a  quick  refund  or, 
more  technically,  an  adjustment  of  overpayment  of  estimated  tax, 
immediately  after  the  close  of  its  taxable  year.  A  corporation  can 
do  so  when  its  current  revised  estimate  of  income  tax  liability  shows 
that  its  estimated  tax  payments  exceed  its  revised  estimate  by  at 
least  5  percent  of  the  revised  estimate  and  that  the  excess  amounts  to 
at  least  $200. 

The  Senate  accepted  the  House  provision,  except  that,  to  ease  the 
administrative  burden  of  the  Internal  Revenue  Service,  it  provided 
that  the  overpayment  of  estimated  tax  must  exceed  the  expected  tax 
liability  by  10  percent  (instead  of  5  percent)  and  must  exceed  $500 
(instead  of  $200)  to  be  eligible  for  the  quick  refund.  The  conferees 
accepted  the  Senate  provision. 

The  amendments  made  by  the  provisions  described  above  apply  to 
taxable  years  beginning  after  December  31,  1967. 

Section  104 .  Special  rules  jor  application  of  tax  surcharge  and  speedup 
of  estimated  corporate  taxpayments  (sec.  7{j){2)  of  the  Senate  hill) 
This  section  of  the  conference  substitute  provides  special  rules  with 
respect  to  the  application  of  the  tax  surcharge  to  payments  of  the 
surcharge  for  taxable  years  which  end  before  the  date  of  enactment. 
It  also  contains  special  rules  with  respect  to  the  application  of  the  tax 
surcharge,  and  the  amendment  relating  to  the  speedup  in  corporate 
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estimated  taxpayments,  for  payments  of  estimated  tax  for  taxable 
years  beginning  before  the  date  of  enactment  of  the  bill. 

With  respect  to  the  payment  of  the  tax  surcharge  for  a  taxable  year 
to  which  the  surcharge  applies  which  ends  before  the  date  of  enactment 
of  the  bill,  the  conference  substitute  provides  that  the  time  prescribed 
for  payment  of  the  surcharge  is  not  to  expire  before  September  15, 
1968.  The  Internal  Revenue  Service  presumably  will  require  a  tax- 
payer to  file  a  statement  with  his  payment  of  the  surcharge.  The  state- 
ment is  not  to  constitute  a  return.  This  means,  for  example,  that  it  is 
not  to  affect  the  period  of  limitations,  the  collection  or  assessment  of 
tax,  etc.  No  interest,  penalty,  or  addition  to  tax,  which  is  determined 
by  reference  to  a  period  of  underpayment,  is  to  begin  with  respect  to 
the  surcharge  before  September  15,  1968.  In  the  case  of  a  corporate  tax- 
payer, if  it  elects  to  pay  its  tax  liability  in  two  installment  payments, 
that  portion  of  the  surcharge  which  otherwise  should  be  paid  (as  a 
result  of  enactment  of  this  bill)  with  an  installment  paid  before 
September  15,  1968,  must  be  paid  on  or  before  that  date. 

This  section  also  has  application  where  the  tax  surcharge  and  the 
speedup  of  estimated  taxpaynients  rec(uired  of  corporations  increase 
the  estimated  taxpayments  required  in  the  current  year. 

This  provision  provides,  in  the  case  of  individuals,  that  the  increase 
in  estimated  taxpayments  required  as  a  result  of  the  surcharge  is  not 
required  to  be  paid  until  September  15,  1968.  The  individual  is  to 
take  the  surcharge  into  account  in  determining  the  amount  of  estimated 
taxpayments  he  must  make  in  his  installments  due  on  September  15 
and  thereafter.  This  means,  for  example,  that  if  an  individual  has 
two  remaining  installment  payments  due  in  the  current  taxable  year, 
he  is  to  pay  one-half  of  his  additional  tax  resultiog  from  imposition  of 
the  surcharge  on  or  before  September  15  and  the  balance  on  or  before 
January  15,  1969. 

In  the  case  of  a  corporate  taxpayer,  it  must  take  any  increase  in 
estimated  taxpayments  required  as  a  result  of  the  imposition  of  the 
surcharge  and  enactment  of  the  speedup  requirements  into  account 
beginning  with  its  first  estimated  tax  payments  due  on  or  after  June 
15,  1968.  However,  the  Secretary  of  the  Treasury  is  to  require  the 
increase  in  estimated  tax  due  with  the  June  15  payment  (or  payments 
due  later)  to  be  paid  at  a  date  not  earlier  than  15  days  after  the  date 
of  enactment. 

Section  105.  Excise  tax  on  communication  services  and  on  automobiles 
{sec.  2  oj  the  House  hill,  sec.  6  of  the  Senate  bill,  and  sees.  JfiOl  and 
4251  oj  the  code) 

Present  law;  automobile  tax. — The  excise  tax  on  passenger  automobiles 
(imposed  on  the  manufacturer's  price)  was  7  percent  before  May  1. 
On  that  date  the  rate,  in  the  absence  of  the  enactment  of  this  biU, 
would  fall  from  7  to  2  percent  and  is  scheduled  to  fall  to  a  permanent 
rate  of  1  percent  on  January  1,  1969. 

Explanation  of  conference  provision;  automobile  tax. — Both  the  House 
and  Senate  versions  of  this  provision  provided  for  the  continuance  of 
the  7-percent  excise  tax  on  passenger  automobiles.  They  also  sub- 
stituted a  new  timetable  for  the  scheduled  reductions  in  the  excise  tax. 
Finally,  they  provided  for  the  repeal  of  the  tax  effective  January  1, 
1973.  The  conferees,  therefore,  made  no  changes  in  this  provision 
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(except  changes  to  reflect  the  joint  resolution  continuing  the  7-percent 
rate  from  March  31,  1968,  to  April  30,  1968). 

The  new  timetable  restores  the  7-percent  rate  and  postpones  the 
scheduled  reductions  in  the  excise  tax  on  passenger  automobiles  for  a 
temporary  period.  At  the  same  time  it  tempers  the  effect  that  the 
scheduled  reductions  would  have  on  consumer  purchases  by  providing 
for  a  gradual  reduction  in  rate.  Finally,  the  new  timetable  provides  for 
the  repeal  of  the  tax  at  the  end  of  the  postponement  period. 

The  7-percent  excise  tax  on  passenger  automobiles  is  restored 
effective  May  1,  1968,  to  continue  until  January  1,  1970.  On  that 
date  the  rate  is  to  fall  to  5  percent.  Further  annual  reductions  of  2 
percentage  po  nts  each  then  are  to  occur  on  January  1,  1971,  and 
January  1,  1972,  as  the  rate  falls  from  5  to  3  percent  and  from  3  to  1 
percent,  respectively.  On  January  1,  1973,  the  tax  rate  is  to  fall  to 
zero.  As  in  the  past,  refunds  are  to  be  paid  to  dealers  with  respect  to 
automobiles  held  in  inventory  on  the  date  of  any  rate  reduction.  The 
following  schedule  of  excise  tax  rates  is  to  be  applicable  in  the  case  of 
passenger  automobiles: 

Before  Jan.  1,  1970 7 

During  1970 5 

During  1971 3 

During  1972 1 

Thereafter 0 

Present  law;  communication  tax. — The  excise  tax  on  amounts  paid 
for  local  and  toll  telephone  and  teletypewriter  exchange  service  was  10 
percent  before  May  1,  1968.  On  that  date,  the  rate,  in  the  absence 
of  the  enactment  of  this  bill,  would  fall  to  1  percent  and  is  scheduled 
to  be  repealed  on  January  1,  1969. 

Explanation  of  conference  provision;  communication  tax. — ^Both  the 
House  and  Senate  versions  of  the  bill  provided  for  the  continuance  of 
the  10-percent  tax  rate  on  telephone  services  and  teletypewriter 
exchange  service.  They  also  provided  for  a  graduated  reduction  in 
the  rate  before  the  rate  falls  to  zero  on  January  1,  1973.  The  conferees 
made  no  changes  in  this  provision  (except  for  a  change  made  to  reflect 
the  joint  resolution  continuing  the  10-percent  rate  from  March  31, 
1968,  to  April  30,  1968). 

The  scheduled  reduction  and  repeal  of  the  excise  tax  on  telephone 
services  and  teletypewriter  service  generally  parallels  the  scheduled 
reduction  and  repeal  of  the  excise  tax  on  passenger  automobiles.  Thus, 
the  10-percent  rate  (restored  effective  May  1,  1968)  is  to  apply  until 
January  1,  1970,  when  it  is  to  fall  to  5  percent — the  same  rate  then 
scheduled  for  the  automobile  excise  tax.  Annual  reductions  of  2  per- 
centage points  each  then  are  to  occur  on  January  1,  1971,  and  January 
1,  1972,  so  that  the  tax  rate  is  to  be  3  percent  in  1971  and  1  percent  in 
1972.  On  January  1,  1973,  the  tax  is  to  cease.  In  applying  these  new 
rates,  bills  for  services  before  November  1  of  a  calendar  year  are  to 
bear  the  tax  of  that  year  even  if  the  bill  for  the  services  is  not  rendered 
before  the  close  of  the  year.  As  a  result,  the  schedule  of  rates  in  the 
case  of  these  telephone  services  is  as  follows : 

Percent 

Before  Jan.  1,  1970 10 

During  1970 5 

During  1971 3 

During  1972 1 

Thereafter __     ._     _.   0 
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Section  106.  Timely  mailing  of  tax  deposits  (sec.  4-  of  the  House  bill, 
sec.  8  of  the  Senate  bill,  and  sec.  7502(e)  of  the  code) 

Present  law. — The  Internal  Revenue  Service  is  placing  increasing 
reliance  on  the  deposit  method  for  the  collection  of  taxes  and  now  is 
collecting  about  $100  billion  a  year  in  this  manner.  Presently  most 
udthheld  income  taxes,  estimated  corporate  income  taxes,  and  excise 
taxes  are  collected  in  this  manner.  About  90  percent  of  the  banks  in 
the  country  are  designated  as  depositaries  for  this  purpose.  This 
allows  most  taxpayers  to  hand  deliver  deposits  on  or  before  the  last 
day  prescribed  for  deposit  and  avoid  any  addition  to  tax  that  would 
otherwise  result. 

Some  taxpayers,  however,  find  it  more  convenient  to  mail  tax 
deposits  than  to  hand  dehver  them.  This  may  occur,  for  example, 
because  a  corporation  with  centralized  financial  management  desires 
to  make  deposits  mth  banks  in  the  various  communities  in  which  its 
plants  are  located.  Under  the  regulations,  these  deposits  which  are 
mailed  are  not  considered  as  made  imtil  received  by  depositaries. 
The  responsibiUty  for  timely  mail  delivery  thus  falls  on  the  tax- 
payers. This  differs  from  the  general  rule  which  treats  payments  as 
made  when  mailed. 

Explanation  of  conference  provision. — This  provision,  which  is  the 
same  in  both  the  House  and  Senate  versions  of  the  bill,  provides 
that  where  a  taxpayer  mails  his  tax  deposit  2  or  more  days  before 
the  prescribed  due  date,  the  mailing  is  to  be  considered  a  timely 
deposit  even  though  the  deposit  is  received  after  the  due  date  (but 
only  if  it  is  actually  received).  Thus,  the  Government,  and  not  the 
taxpayer,  bears  the  responsibility  for  timely  mail  delivery. 

The  mailing  of  a  deposit  2  or  more  days  before  the  due  date  for 
payment  is  to  be  considered  as  payment  only  where  the  taxpayer 
can  estabhsh  that  he  timely  mailed  the  deposit.  In  the  case  of  a  de- 
posit sent  by  registered  mail,  the  date  of  registration  is  to  be  deemed 
the  date  of  mailing.  The  taxpayer,  of  course,  could  also  establish 
the  date  of  mailing  by  other  competent  evidence. 

The  conferees  made  no  change  in  this  provision. 

This  provision  applies  to  maihngs  occurring  after  the  date  of 
enactment  of  this  bill. 

Section  107 .  Industrial  development  bonds  (sees.  9  ami  10  of  the  Senate 
bill  and  sec.  103  of  the  code) 

Present  law. — Present  law  provides  an  exemption  from  income  tax 
for  interest  on  obligations  of  a  State  or  local  government.  The  Internal 
Revenue  Service  in  the  past  has  ruled  that  so-called  industrial  de- 
velopment bonds  were  State  or  local  bonds  for  this  purpose.  The  Treas- 
ury Department,  on  March  6,  1968,  announced(in  TIR  972)that  it  was 
reconsidering  its  position  as  to  whether  interest  paid  on  so-called 
industrial  development  bonds  comes  within  the  exemption.  It  also 
announced  that,  on  or  about  March  15,  it  would  publish  proposed 
regulations  holding  that  these  bonds  are  not  obligations  of  a  State  or 
local  governmental  unit. 

On  Alarch  23,  1968,  the  Treasury  Department  published  proposed 
regidations  holding  that  industrial  development  bonds  (as  defined  in 
the  regulations)  are  not  to  be  considered  obligations  of  a  State  or  local 
government  within  the  meaning  of  the  exemption  provision  of  the  code. 
Therefore,  under  the  proposed  regulations,  interest  on  these  industrial 
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development  bonds  is  subject  to  tax.  The  proposed  regulations,  with 
certain  exceptions  for  bonds  in  process  of  issue  on  March  15,  apply- 
to  industrial  development  bonds  initially  sold  after  March  15,  1968. 
The  exceptions  for  bonds  in  process  of  issue  extend  the  March  15 
effective  date  to  bonds  sold  before  September  15,  1968.  (On  May  14, 
the  Internal  Revenue  Service  announced  (in  IE-926)  that  it  was  post- 
poning scheduled  hearings  on  the  proposed  Treasury  regulations  until 
Congress  acted  on  this  bill.) 

Explanation  of  conference  provision. — The  Senate  adopted  two 
amendments  dealing  with  interest  on  industrial  development  bonds. 
The  first  (sec.  9  of  the  Senate  bill)  provided  that,  untU  a  change  in 
law^  hereafter  enacted,  interest  on  these  bonds  was  to  continue  to  be 
tax  exempt  in  accordance  with  the  regulations  in  effect  on  March  13, 
1968  (2  days  before  the  effective  date  of  the  proposed  Treasury  regu- 
lations) and  in  accordance  with  the  principles  set  forth  in  certain 
prior  revenue  rulings.  This  amendment  also  authorized  and  directed 
the  Internal  Revenue  Service  to  issue  ruling  letters  with  regard  to 
the  exempt  status  of  industrial  development  bonds  in  accordance 
with  the  position  stated  in  the  regulations  in  effect  on  March  13, 
1968,  and  the  prior  rulings.  (See,  Rev.  Ruls.  54-106,  57-187,  and 
63-20.) 

The  second  Senate  amendment  (sec.  10)  dealing  with  industrial 
development  bonds  provided  that  interest  on  those  bonds  (as  defined 
in  the  amendment)  issued  after  January  1,  1969,  was  not  to  be  con- 
sidered tax-exempt  interest.  The  amendment  excepted  bonds  issued 
with  respect  to  certain  listed  facilities.  These  excepted  facilities 
included  (among  others)  sport  facilities,  convention  and  tradeshow 
facilities,  airports,  docks,  wharves,  and  grain  storage  facilities,  parking 
and  certain  other  transportation  facilities,  facilities  for  furnishing 
power,  air  or  water  pollution  abatement  facilities,  and  facilities  used 
by  a  State  or  local  government  in  an  active  trade  or  business . 

The  provision  in  the  conference  substitute  dealing  with  interest  on 
industrial  development  bonds  is  a  modification  of  the  two  Senate 
amendments.  The  conference  substitute  in  effect  provides  that  indus- 
trial development  bonds,  as  defined  here,  which  are  part  of  an  issue 
of  $1  million  or  less,  or  which  fall  within  certain  specified  categories, 
are  to  continue  to  be  exempt  obligations.  Thus,  interest  on  these  bonds 
is  to  be  tax  exempt  (as  was  true  under  sec.  9  of  the  Senate  bill  of 
bonds  coming  within  the  purview  of  the  Treasury  regulations  in  effect 
on  March  13,  1968,  and  the  prior  revenue  rulings).  On  the  other  hand, 
industrial  development  bonds,  as  defined  here,  which  are  part  of  an 
issue  in  excess  of  $1  million,  and  which  do  not  fall  in  one  of  the  specified 
exempt  categories,  are  to  be  considered  obligations  which  are  not  those 
of  States  or  local  governments.  Therefore  the  interest  on  these  bonds  is 
to  be  subject  to  tax  (as  was  true  of  those  coming  within  the  purview 
of  sec.  10  of  the  Senate  bill  and  those  coming  within  the  purview  of 
the  proposed  Treasury  regulations) . 

The  provision  in  the  conference  substitute  deals  exclusively  with 
industrial  development  bonds  as  defined  here;  it  is  not  intended  to, 
and  does  not,  reflect  on  the  status  of  other  types  of  obligations.  Thus, 
for  example,  the  provision  does  not  deal  with  the  status  of  so-called 
arbitrage  bonds.  The  Internal  Revenue  Service  has  announced  that 
it  will  not  issue  rulings  on  the  tax  status  of  these  bonds.  (See  TIR  840, 
Aug.  11,  1966.) 
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The  substitute  provision  provides  that,  for  a  bond  to  be  an  indus- 
trial development  bond,  two  elements  must  be  present,  one  relating 
to  the  use  of  the  bond  proceeds  and  the  other  relating  to  the  security 
for  payment  of  the  bonds.  A  bond  is  an  industrial  development  bond 
only  if  the  use  of  its  proceeds,  and  the  security  for  its  payment,  both 
are  within  the  terms  of  the  definition. 

The  first  element  which  must  be  present  for  a  bond  to  be  an  indus- 
trial development  bond  is  that  it  must  be  a  part  of  a  bond  issue  all 
or  a  major  part  of  the  proceeds  of  which  are  to  be  used,  directly  or 
indirectly,  in  any  trade  or  business  by  a  person  other  than  an  exempt 
person.  The  fact  that  the  proceeds  of  a  bond  issue  are  used  by  an 
exempt  person  in  what  may  be  classified  as  a  trade  or  business  does 
not  mean  that  the  bond  issue  may  not  be  an  industrial  development 
bond  issue  if  the  proceeds  also  are  used  in  the  trade  or  business  of 
another  person.  For  example,  even  though  an  exempt  person  may  be 
using  the  proceeds  of  a  bond  issue  in  what  might  be  considered  a 
lending  or  leasing  business,  when  it  lends  the  proceeds  or  leases  the 
property  to  other  persons  in  a  series  of  transactions,  the  bond  issue 
nevertheless  meets  the  first  element  of  the  definition  of  an  industrial 
development  bond  if  the  person  borrowing  the  proceeds  or  leasing 
the  property  from  the  exempt  person  uses  the  proceeds  or  property 
in  his  own  business.  Similarly,  a  bond  issue  meets  this  element  of  the 
industrial  development  bond  definition  when  the  exempt  person  sells 
property  acquired  with  the  proceeds  of  the  bond  issue  in  a  series  of 
transactions  to  other  persons  who  in  turn  use  the  property  in  their 
trade  or  business. 

In  some  cases  the  proceeds  of  a  bond  issue  may  be  used  in  part 
in  trades  or  businesses  carried  on  by  taxable  persons,  but  not  in  major 
part.  For  example,  bonds  issued  by  a  turnpike  authority  to  cover 
both  the  cost  of  highway  construction  and  the  cost  of  erecting  in- 
cidental facilities,  such  as  gasoline  service  stations  and  restaurants 
which  are  leased  or  sold  to  private  trades  or  businesses,  are  not 
industrial  development  bonds  since  a  major  portion  of  the  proceeds 
are  not  used  directly  or  indirectly  in  trades  or  businesses  carried  on 
by  taxable  persons. 

An  "exempt  person"  for  purposes  of  the  provision  described  above 
is  a  governmental  unit  or  a  tax-exempt  religious,  charitable,  educa- 
tional, etc.,  organization  (exempt  by  reason  of  sees.  501(a)  and  501(c) 
(3)  of  the  code) .  In  this  latter  case,  however,  the  exempt  organization  is 
included  only  when  it  uses  the  proceeds  of  the  bond  issue  in  an  activity 
which  is  not  an  unrelated  trade  or  business  as  determined  elsewhere 
under  the  tax  laws  (this  determination  is  to  be  made  whether  or  not 
the  particular  organization  may  be  subject  to  the  unrelated  business 
income  tax). 

The  result  of  these  exemptions  for  governmental  units  and  certain 
exempt  organizations  is  to  exempt  bond  issues  such  as  those  issued  by  a 
State  or  local  governmental  unit  to  finance  dormitory  facilities  for 
*ax-exempt  educational  institutions,  or  to  finance  hospital  facilities 
for  tax-exempt  hospitals  (charitable),  since  bond  issues  for  the  use 
of  specified  types  of  exempt  organizations  are  not  included  in  the 
first  element  of  the  definition  of  industrial  development  bonds.  This 
results  because  no  other  person  is  directly  or  indirectly  using  the 
dormitory  or  hospital  facilities  in  a  trade  or  business.  Therefore  the 
interest  on  these  bonds  is  not  taxable  whether  or  not  the  bond  issue 
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comes  within  the  terms  of  the  second  element  in  the  definition  de- 
scribed below. 

The  second  element  which  must  be  present  for  a  bond  to  be  an 
industrial  development  bond  is  that  it  must  be  in  whole  or  in  major 
l^art  either  secured  by  an  interest  in  property  used  in  a  trade  or  busi- 
ness, or  in  payments  made  with  respect  to  this  property,  or  it  must  be 
derived  from  payments  in  respect  of  property  or  borrowed  money  used 
(or  to  be  used)  in  a  trade  or  business.  It  is  not  necessary,  in  order  for 
this  second  element  to  apply,  for  the  property  meeting  this  element 
of  the  industrial  development  bond  definition  to  be  the  same  property 
referred  to  in  the  first  element  of  the  definition;  i.e.,  the  property 
securing  payment  need  not  be  the  same  property  for  which  the  bonds 
are  issued.  The  fact  that  the  bond  issue  may  also  be  secured  by  the 
full  faith  and  credit  of  the  governmental  unit  does  not  prevent  a  bond 
from  meeting  the  second  element  of  the  industrial  development  bond 
test  as  long  as  payment  of  the  obligation  also  in  major  part  is  secured 
by  or  to  be  derived  from  the  property  or  payments  referred  to  above. 

As  does  the  Senate  amendment  providing  for  a  tax  on  interest  on 
industrial  development  bonds,  the  conference  substitute  also  excepts 
bonds  issued  by  a  governmental  unit  to  provide  facilities  for  certain 
exempt  activities  even  though  the  activities  are  carried  on  by  a  private 
person  in  a  trade  or  business.  These  exceptions  are  in  addition  to  the 
exemption  for  interest  on  bonds  which  are  part  of  an  issue  of  $1  million 
or  less. 

The  conference  substitute,  by  providing  an  exception  for  a  bond 
issued  as  part  of  an  issue  substantially  all  the  proceeds  of  which  are 
to  be  used  for  facilities  for  the  following  listed  purposes,  in  effect 
provides  that  interest  on  bonds  for  these  purposes  is  to  be  tax  exempt. 
The  exemption  applies  to  bonds  issued  by  a  governmental  unit  to 
provide:  (1)  residential  real  property;  (2)  sports  facilities;  (3)  facilities 
for  a  convention  or  trade  show;  (4)  airports,  docks,  wharves,  mass 
commuting  facilities,  parking  facilities,  or  facilities  for  storage  or 
training  directly  related  to  any  of  the  foregoing;  (5)  sewage  or  solid 
waste  disposal  facilities,  facilities  for  the  local  furnishing  of  electric 
energy,  gas  or  water;  and  (6)^  air  or  water  pollution  control  facilities. 

The  exemption  for  residential  real  property  for  family  units  relates 
to  buildings  containing  one  or  more  complete  living  facilities  which 
are  not  intended  to  be  used  on  a  transient  basis.  The  facilities  to 
qualify  must  contain  complete  facilities  for  living,  sleeping,  eating, 
cooking,  and  sanitation.  Hotels,  motels,  dormitories,  fraternity  and 
sorority  houses,  roominghouses,  hospitals,  sanitariums,  rest  homes, 
and  parks  and  courts  for  mobile  homes  do  not  qualify.  On  the  other 
hand,  residential  real  property  is  intended  to  include  facilities  which 
are  functionally  related  and  subordinate  to  the  space  used  for  family 
units.  In  addition,  the  fact  that  a  minor  portion  of  a  facility  is  used 
for  other  nonfamily  unit  proposes  (such  as  a  laundromat,  drugstore, 
or  other  retail  establishment)  is  not  intended  to  foreclose  qualification 
for  the  facility.  • 

The  exemption  for  bonds  issued  to  provide  sports  facilities  applies, 
as  did  the  corresponding  Senate  amendment,  both  to  spectator  sport 
facilities  and  to  participation  sport  facilities.  Thus,  the  exemption 
applies  to  bonds  issued  by  a  governmental  unit  to  provide  such 
facilities  as  baseball  and  football  stadiums  and  indoor  sports  arenas 
as  well  as  to  provide  ski  slopes,  golf  courses,  tennis  courts,  swimming 
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pools,  and  gymnasiums.  Facilities  directly  related  to  exempt  sports 
facilities  are  intended  to  be  considered  sports  facilities  for  purposes  of 
this  exemption.  Facilities  constructed  in  connection  with,  but  not 
directly  related  to,  a  sports  facility,  such  as  a  ski  lodge  to  be  built  in 
connection  with  the  development  of  a  ski  slope,  are  not  to  be  con- 
sidered sports  facilities.  Thus,  interest  on  bonds  issued  in  part  to  fur- 
nish the  lodge  is  to  be  tax  exempt  only  if  this  represents  a  very  minor 
part  of  the  total  project  and  if  in  the  case  of  the  total  project  sub- 
stantially all  the  proceeds  are  to  be  used  to  develop  the  ski  slope  and 
directly  related  facilities,  such  as  a  warming  house  and  restaurant,  etc. 

The  exemption  for  bonds  issued  to  provide  convention  or  trade 
show  facilities  applies  only  with  regard  to  special-purpose  buildings 
and  structures  constructed  for  convention  or  trade  shows.  This  means, 
for  example,  that  the  exemption  does  not  apply  to  bonds  issued  to 
finance  a  hotel  even  though  the  hotel  expects  and  does  a  major  part 
of  its  business  in  catering  to  delegates  or  participants  at  conventions 
or  trade  shows. 

The  exemption  for  storage  or  training  facilities  directly  related  to 
airports,  docks,  wharves,  mass  commuting  and  parking  facilities  is 
intended  in  the  case  of  training  to  include  facilities  for  flight  training. 
In  addition,  facilities  for  storage  with  any  of  the  foregoing  is  intended 
to  include  conveyors  to  move  products  from  a  ship  to  a  silo  or  other 
storage  facility  on  a  wharf. 

In  addition  to  the  exemption  for  the  activities  listed  above,  the 
conference  substitute  also  exempts  interest  on  a  bond  issued  as  part 
of  an  issue  substantially  all  the  proceeds  of  which  are  to  be  used  for 
the  acquisition  or  development  of  land  as  a  site  for  an  industrial  park. 
An  industrial  park  in  general  is  a  series  of  sites  for  industrial  (including 
wholesaling  and  distributing)  plants  for  which  a  plan  has  been  de- 
veloped and  for  which  there  usually  are  special  zoning  restrictions. 
The  term  "development  of  land"  for  this  purpose  includes  providing 
water,  sewage,  etc.,  facilities,  road,  railroad,  docking  or  similar  trans- 
portation facilities,  and  power  or  communication  facilities.  Except 
for  the  facilities  referred  to  above,  the  term  does  not  include  the 
provision  of  any  buildings  or  structures. 

The  conference  substitute,  as  previously  noted,  provides  an  ex- 
emption for  an  industrial  development  bond  which  is  part  of  an  issue 
of  $1  million  or  less.  In  determining  whether  a  bond  issue  is  within 
the  $1  million  exemption,  the  proceeds  of  outstanding  prior  issues,  as 
well  as  of  issues  of  another  governmental  unit,  in  respect  of  the  prin- 
cipal user  of  facilities  constructed  with  the  proceeds  of  the  first  issue 
are  taken  into  account  if  the  later  facilities  are  located  in  the  same 
county  or  municipality.  Related  persons  (such  as  corporations  whose 
stock  is  owned  by  the  same  individual)  are  considered  as  one  for 
purposes  of  the  $1  million  exemption. 

The  exemptions  listed  above  with  respect  to  certain  exempt  activi- 
ties, the  financing  of  an  industrial  park,  and  bond  issues  of  $1  million 
or  less,  do  not  apply  to  industrial  development  bonds  during  any  period 
in  which  they  are  held  by  a  person  who  is  a  substantial  user  of  the 
facilities  constructed  Avith  the  proceeds  of  the  bond.  Thus,  the  interest 
on  these  bonds  which  come  within  the  listed  exceptions  is  to  be 
taxable  when  received  by  a  substantial  user  of  the  facilities. 

The  conference  substitute  applies  with  respect  to  industrial  develop- 
ment bonds  issued  on  or  after  May  1,  1968.  As  do  the  proposed  regu- 
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lation  in  this  regard,  the  substitute  provides  certain  exceptions  for 
bonds  in  process  of  issue  on  the  effective  date  of  the  amendment.  The 
exceptions  for  bonds  in  process  of  issue  extend  the  May  1  effective 
date  to  bonds  issued  before  January  1,  1969.  The  first  two  exceptions 
extend  the  effective  date  if,  before  May  1,  the  governmental  unit 
issuing  the  bonds,  or  its  voters,  had  authorized  or  approved  the  bond 
issuance,  or  the  project  in  connection  with  which  the  proceeds  are  to 
be  used,  or  the  governmental  unit  had  made  a  significant  financial 
commitment  in  connection  with  the  issuance. 

A  governmental  unit  is  to  be  considered  as  having  approved  a  bond 
issuance  within  the  meaning  of  the  first  exception  if  it  has  committed 
the  Government  to  issue  the  bonds  in  question.  An  authorization  of 
a  bond  issue,  however,  does  not  require  a  binding  commitment  on  the 
part  of  the  governmental  unit  for  this  purpose.  An  agreement  with  the 
principal  user  of  the  facilities  to  be  constructed  with  the  bond  issuance, 
a  general  resolution  approving  an  industrial  development  project  and  a 
bond  issuance,  or  a  resolution  of  the  governing  body  providing  for 
submission  of  the  bond  issue  to  the  voters  is  to  qualify  the  bond  issue 
for  this  purpose.  Similarly,  a  resolution  of  a  local  governmental  unit 
authorizing  a  bond  issue  but  subject  to  approval  of  the  State  (or  an 
agency  or  department  of  the  State)  is  also  to  qualify  the  bond  issue. 

The  third  exception  extends  the  May  1  effective  date  to  bonds  issued 
before  January  1,  1969,  if,  before  the  earlier  date,  the  private  party 
who  is  to  use  the  bond  proceeds,  or  the  property  to  be  acquired  or 
improved  with  the  proceeds,  had  spent,  or  had  committed  himself 
to  spend,  for  purposes  related  to  the  use  of  the  property,  an  amount 
equal  to  20  percent  of  the  bond  proceeds.  A  commitment  to  purchase 
power  to  be  used  in  the  operation  of  the  property  acquired  with  the 
proceeds  of  a  bond  issue  is  one  example  of  a  commitment  for  purposes 
of  this  provision.  It  is  the  total  amount  to  be  spent  under  a  contract 
of  this  type  (even  if  the  contract  is  for  a  period  of  years)  which  is 
the  amount  of  the  commitment.  Another  example  of  a  commitment  or 
expenditure  for  this  purpose  is  an  expenditure  or  a  commitment  to 
spend  amounts  for  raw  materials  to  be  used  in  connection  with  the 
property  to  be  constructed  with  the  bond  proceeds.  The  expenditure 
of  funds  or  the  commitment  to  spend  funds  to  buy  timberland  for 
use  in  a  paper  plant  is  still  another  example  of  what  would  constitute 
a  commitment  or  expenditure  for  this  purpose. 

The  fourth  exception  extends  the  May  1  effective  date  to  bonds 
issued  before  January  1,  1969,  if,  before  the  earlier  date,  a  Federal  or 
State  economic  development  (or  similar)  agency  had  before  it,  or  had 
approved,  an  application  for  financial  assistance  in  conjunction  with  a 
project  involving  the  bond  issue  and  for  which  the  agency  extends 
financial  assistance.  For  purposes  of  this  exception,  a  loan  or  a  grant  in 
aid,  or  a  guarantee  of  bonds  issued  by  a  local  governmental  unit,  is  to 
be  considered  financial  assistance.  Moreover,  for  this  exception  to 
apply,  the  financial  assistance  is  not  required  to  be  extended  directly  to 
either  the  governmental  unit  issuing  the  bonds  or  to  the  person  who  is 
to  use  the  property  acquired  or  constructed  with  the  bond  proceeds. 
It  is  sufficient  in  this  regard  if  the  agency  renders  financial  assistance 
in  conjunction  with  a  project  which  includes  the  property  in  respect 
of  which  the  governmental  unit  issues  the  bonds. 
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Section  108.  Advertising  in  a  political  convention  program  (sec.  13  of  the 
Senate  bill  and  sec.  276(c)  of  the  code) 

Present  law. — Present  law  denies  a  deduction  for  an  amount  paid  or 
incurred  for  advertising  in  a  convention  program  of  a  political  party. 
This  limitation  presently  applies  whether  or  not  the  amount  paid  or 
incurred  might  otherwise  be  deductible  as  an  ordinary  and  necessary 
business  expense. 

Explanation  of  conference  provision. — The  conference  substitute 
(which  is  substantially  the  same  as  the  Senate  amendment)  modifies 
the  present  restriction  denying  a  deduction  for  an  amount  paid  or 
incurred  for  advertising  in  a  political  convention  program  to  allow  a 
deduction  for  the  cost  of  this  advertising  under  certain  limited  cir- 
cumstances. An  amount  paid  or  incurred  for  advertising  in  a  political 
convention  program  which  is  not  deductible  under  this  amendment 
is  not  deductible  under  any  circumstance.  The  basic  limitation  of 
existing  law  which  denies  a  deduction  for  indirect  contributions  to 
political  parties  produces  this  result. 

This  amendment  allows  a  deduction  for  an  amount  paid  or  incurred 
for  advertising  in  a  political  convention  program  only  if  the  convention 
is  one  held  to  nominate  candidates  for  the  offices  of  President  and  Vice 
President  of  the  United  States.  In  addition,  for  the  deduction  to  be 
available,  the  proceeds  from  the  convention  program  must  be  used 
solely  to  defray  the  cost  of  conducting  the  convention  (or  a  subsequent 
convention  of  the  party  held  for  the  same  purpose).  Finally,  under  the 
amendment,  an  amount  paid  or  incurred  for  advertising  in  a  political 
convention  program  is  deductible  only  if  the  amount  is  reasonable  in 
light  of  the  business  the  taxpayer  may  expect  to  receive  (1)  directly 
as  a  result  of  the  advertising,  or  (2)  as  a  result  of  the  convention  being 
held  in  an  area  where  the  taxpayer  has  a  principal  place  of  business. 

This  amendment  does  not  permit  a  deduction  for  any  amount  paid 
or  incurred  which  is  not  otherwise  allowable  as  an  ordinary  and  neces- 
sary business  expense  for  advertising.  On  the  other  hand,  the  fact  that 
the  cost  of  advertising  might  otherwise  be  deductible  as  an  ordinary 
and  necessary  business  expense  does  not  mean  that  the  cost  of  adver- 
tising in  a  political  convention  program  is  necessarily  deductible  under 
this  provision.  In  order  for  an  ordinary  and  necessary  business  adver- 
tising expense  to  be  deductible  under  the  provision,  the  expense  must 
satisfy  the  more  restrictive  tests  for  deductibility  which  the  provision 
imposes. 

For  example,  the  cost  of  institutional  or  goodmll  advertising,  if 
reasonable  in  amount,  generally  is  allowable  as  a  business  expense 
deduction  under  the  code.  Thus,  the  cost  of  an  advertisement  welcom- 
ing delegates  to  a  nonpolitical  convention  generally  is  deductible  even 
though  the  advertisement  merely  names  the  business  concern  and  does 
not  refer  to  its  product  or  try  to  stimulate  sales  directly  to  the  persons 
attending  the  convention.  Under  the  limitations  of  the  new  amend- 
ment, however,  an  amount  paid  or  incurred  for  institutional  advertis- 
ing of  this  type  at  a  political  convention  is  not  deductible  as  a  direct 
advertising  expense.  Such  an  advertisement  could  be  deductible  only 
if  the  taxpayer  has  a  principal  place  of  business  in  the  area  where 
the  convention  is  held. 

Under  the  amendment,  a  taxpayer  may  deduct  an  amount  paid  or 
incurred  for  advertising  in  a  political  convention  program  only  if  the 
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amount  is  reasonable  in  light  of  the  business  the  taxpayer  may  expect 
to  receive  either  directly  as  a  result  of  the  advertising  or  as  a  result  of 
the  convention  being  held  in  an  area  in  which  he  has  a  principal 
place  of  business.  This  test  of  reasonableness  applies  throughout  the 
amendment.  It  means  that  no  deduction  is  allowable  under  the 
amendment  unless  the  amount  paid  or  incurred  for  advertising  in  a 
political  convention  program  is  no  more  than  the  amount  which  is 
(or  would  be)  paid  or  incurred  for  comparable  advertising  in  a  com- 
parable convention  program  of  a  nonpolitical  organization  involving 
comparable  attendance. 

These  restrictions  relating  to  direct  advertising  or  principal  place 
of  business  are  intended  to  be  such  that  in  all  events  no  amount 
is  to  be  deductible  which  is  essentially  a  political  contribution. 

The  amendment  applies  with  respect  to  amounts  paid  or  incurred 
after  January  1,  1968. 

Section  109.  Tax-exempt  status  of  certain  hospital  service  organizations 
{sec.  12  oj  the  Senate  hill  and  sec.  501  {e)  oj  the  code.) 

Present  law. — The  Internal  Revenue  Code  does  not  now  contain 
any  provisions  dealing  specificaUy  with  the  taxable  status  of  organi- 
zations which  render  ordinary  commercial  services  only  to  tax-exempt 
organizations.  Accordingly,  the  Internal  Revenue  Service  takes  the 
position  that  if  two  or  more  tax-exempt  hospitals  join  together  to 
create  an  entity  to  perform  ordinary  commercial  services  for  them 
this  entity  is  not  a  tax-exempt  organization. 

Explanation  oj  conference  provision. — The  Senate  bUl  provided  that 
certain  entities  which  provide  joint  services  solely  to  tax-exempt 
hospitals  would  be  tax-exempt  organizations  (and  treated  like  tax- 
exempt  hospitals).  As  a  result,  they  would  pay  no  income  tax  and 
contributions  to  them  would  be  deductible.  The  purpose  of  this  type 
of  joint  service  organization  is  to  aid  hospitals  in  lowering  costs  by  per- 
forming administrative  and  other  similar  services  on  a  joint  basis. 

To  come  within  the  Senate  provision,  an  organization  must — 

(1)  Provide  services  which  if  performed  on  its  own  behalf  by  a 
hospital  would  constitute  part  of  its  exempt  activities. 

(2)  Be  organized  and  operated  to  provide  services  solely  for 
tax-exempt  hospitals,  including  those  owned  and  operated  by  any 
government  agency. 

(3)  Be  organized  and  operated  on  a  cooperative  basis  (whether 
or  not  under  a  specific  state  statute  on  cooperatives)  and  make 
patronage  refunds  within  8}^  months  after  the  close  of  the  taxable 
year. 

(4)  Have  its  capital  stock  (if  there  is  stock)  held  solely  by  its 
patrons. 

The  conferees  agreed  to  the  Senate  provision,  but  limited  it  to  a 
joint  enterprise  which  is  organized  and  operated  solely  to  perform 
one  or  more  of  the  following  services  for  hospitals:  data  processing, 
purchasing,  warehousing,  billing  and  collection,  food,  industrial  engi- 
neering, laboratory,  printing,  communications,  record  center,  and 
personnel.  Thus,  an  organization  is  not  to  qualify  for  exemption  under 
this  section  if  it  performs  any  other  services  such  as,  for  example, 
general  laundry  services  or  performs  any  services  for  other  than  a 
tax-exempt  hospital. 

The  amendment  is  effective  for  taxable  years  ending  after  the  date 
of  enactment. 
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Section  110.  Submission  oj  proposal  for  tax  reform   (sec.   20  of  the 
Senate  hill) 

This  provision,  added  by  the  Senate,  provides  that  not  later  than 
December  31,  1968,  the  President  is  to  submit  to  the  Congress  pro- 
posals for  a  comprehensive  reform  of  the  Internal  Revenue  Code  of 
1954.  The  conferees  accepted  this  provision  without  change. 

TITLE  11— EXPENDITURE  CONTROLS  (Sees.  2,  3,  and  4  of  the 

Senate  bill) 

The  conference  committee  agrees  with  the  Senate  that  positive  action 
to  impose  controls  on  the  level  of  Federal  expenditures  must  accom- 
pany the  provision  which  increases  individual  and  corporate  income 
taxes.  The  difficult  decision  to  recommend  an  increase  in  taxes  is  taken 
because  it  is  apparent  that  such  action  is  required  to  halt  inflation, 
relieve  pressures  on  the  domestic  financial  markets,  and  strengthen 
the  international  standing  of  the  dollar.  Unless  expenditures  also  are 
controlled,  however,  the  revenue  gained  from  the  surcharge  might  be 
dissipated  by  increased  spending.  Inflation  will  continue  if  a  rapid 
increase  in  Federal  expenditures  is  allowed  to  offset  the  impact  of  a 
tax  increase.  Continued  inflation  Avill  increase  speculation  against  the 
doUar  and  weaken  the  balance  of  payments.  Continued  large  deficits 
will  also  increase  the  pressures  in  domestic  financial  markets  which 
have  already  resulted  in  the  highest  interest  rates  in  over  a  century. 

Exercise  of  the  necessary  degree  of  control  over  expenditures  cannot 
be  assured  without  the  approval  of  explicit  provisions  imposing  ceilings 
on  spending  and  grants  of  obligational  authority. 

To  impose  meaningful  limits  on  Federal  expenditures,  action  must 
be  taken  on  several  fronts.  It  is  not  enough  to  set  a  ceiling  on  the  actual 
expenditures  of  a  given  fiscal  year.  Such  a  ceiling,  although  necessary, 
can  in  effect  be  avoided  by  postponing  rather  than  reducing  expendi- 
tures. Action  must  also  be  taken  therefore  to  limit  the  grants  of 
obligational  authority  under  which  future  expenditures  are  made. 
Rescissions  in  existing  amounts  of  unspent  obligations  are  also  im- 
portant. The  bill  approved  by  the  conferees,  therefore,  not  only 
imposes  a  ceiling  on  the  level  of  expenditures  for  the  fiscal  year  1969, 
but  also  imposes  a  similar  ceiling  on  grants  of  new  obligational  author- 
ity and  requires  that  proposals  be  submitted  for  rescissions  in  the 
amount  of  outstanding  unobligated  obligational  authority.  Consistent 
with  the  objective  of  expenditure  control,  the  conferees  also  approved 
the  imposition  of  a  ceiling  on  the  number  of  Federal  civilian  ernployees 
ill  the  executive  branch  of  the  Government,  These  provisions  are 
discussed  below. 

Section  201 .  Limitation  on  number  of  Government  employees 

The  Senate  bill  provided  that  only  two  out  of  four  vacancies  were  to 
be  filled  in  the  executive  branch  until  such  time  as  the  number  of  full- 
time  civilian  employees  (including  the  full-time  equivalent  of  the 
number  of  part-time  employees)  in  the  executive  branch  was  no  higher 
than  the  number  employed  on  September  20,  1966.  The  vacancies  to 
be  filled  were  to  be  determined  on  a  Government- wide  basis  by  the 
Director  of  the  Bureau  of  the  Budget.  Excepted  from  this  provision 
were  employees  of  the  Defense  Department,  CIA,  postal  field  service, 
FBI,  employees  of  the  TVA  engaged  in  its  power  program  and  paid 
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from  other  than  appropriated  funds,  casual  employees,  employees 
employed  without  compensation  and  officers  appointed  by  the  Presi- 
dent with  the  advice  and  consent  of  the  Senate. 

The  bill  approved  by  the  conferees  requires  the  number  of  these 
Federal  civilian  employees  to  be  gradually  reduced  to,  and  subse- 
quently maintained  at  the  June  1966  level.  Federal  full-time  permanent 
employment  has  already  increased  by  about  244,000  since  the  end  of 
the  fiscal  year  1966. 

Under  the  conference  provision,  separate  limitations  are  provided 
for  full-time  permanent  employees  and  for  part-time  and  temporary 
employees.  With  regard  to  the  former.  Federal  executive  agencies  and 
departments  are  permitted  to  employ  only  as  many  new  full-time 
employees  as  are  required  to  fill  three  out  of  every  four  vacancies 
that  occur  by  reason  of  the  resignation,  retirement,  removal,  or 
death  of  existing  employees,  until  such  time  as  the  overall  number  of 
such  employees  is  reduced  to  2,366,317,^  the  number  of  full-time 
permanent  employees  on  the  rolls  on  June  30,  1966,  as  shown  in 
table  2.  Once  this  level  is  reached,  new  employees  may  be  employed 
without  restriction  as  long  as  the  overall  number  of  full-time  civilian 
employees  does  not  exceed  this  level.  It  is  estimated  that  there  were  as 
of  March  31,  1968,  2,610,304  ^  full-time  permanent  civilian  employees 
in  the  executive  departments  and  agencies. 

TABLE  2.— FEDERAL  CIVILIAN  EMPLOYMENT— EXECUTIVE  BRANCH 


June  1966-March  1968 


Month 


Full-time 

Temporary 

Total 

permanent 

and  part-time 
employment 

employment 

2,366,317 

359, 827 

2,726,144 

2, 382, 253 

394, 032 

2,776,285 

.       2,402,870 

380, 179 

2,783,049 

2,418,146 

.  343,729 

2,761,875 

2, 428, 169 

358, 087 

2,786,256 

2,478,274 

344,750 

.2,823,024 

2, 490, 166 

464,403 

2,954,569 

2,508,631 

327,  800 

2,836,431 

2,524,958 

327, 838 

2,852,796 

2,  538, 575 

332,374 

2,870,949 

2, 545,  545 

342,311 

2,887,856 

2, 554, 374 

339,353 

2,893,727 

2,572,286 

395,678 

2,967,964 

2,581,884 

418,  043 

2,999,927 

2, 593, 267 

396, 107 

2,989,374 

2,592,715 

318,  592 

2,911,307 

2,603,805 

311,416 

2,915,221 

2,610,007 

307, 092 

2,917,099 

2,606,897 

421, 524 

3, 028, 421 

2,606,176 

300, 412 

2,906,588 

2,607,459 

298,226 

2,905,685 

.       2,610,304 

297,234 

2,907,538 

1966— June 

July 

August 

September. 

October 

November- 
December.. 

1967— January 

February... 

March 

April 

May 

June 

July-_. 

August 

September. 

October 

November- 
December.. 

1968— January 

February... 
March 


The  number  of  temporary  and  part-time  Federal  Government 
employees  in  any  one  month  is  not  to  exceed  the  number  of  similar 
employees  on  the  rolls  in  the  corresponding  month  of  the  calendar 
year  1967.  The  monthly  total  of  part-time  employees  in  1967  also  is 
shown  in  table  2. 

Exemptions  are  provided  from  the  terms  of  this  provision  for 
persons  appointed  by  the  President  with  the  advice  and  consent  of 
the  Senate,  for  casual  employees,  for  employees  serving  without  com- 

i  Does  not  take  into  account  adjustments  for  exemptions  described  subsequently  which  make  up  only  a 
very  small  percentage  of  the  total. 
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pensation,  and  for  up  to  70,000  persons  bet-ween  the  ages  of  16  to  22 
who  may  be  provided  summer  employment  under  programs  for  the 
economically  or  educationally  disadvantaged. 

The  limitations  are  to  be  applied  by  each  executive  agency  and  de- 
partment. HoAvever,  the  Director  of  the  Budget  is  authorized  to  reas- 
sign vacancies  from  one  department  or  agency  to  another  when  in  his 
opinion  such  reassignment  is  necessary  or  appropriate  because  of  the 
creation  of  a  new  department  or  agency,  because  of  a  change  in  func- 
tions, or  in  order  to  obtain  the  more  efficient  operation  of  the  Govern- 
ment. 

It  is  important  to  note  that  this  enables  the  Director  of  the  Bureau 
of  the  Budget  to  prevent  reductions  in  employment  levels  in  any 
agency  where  this  would  seriously  interfere  with  the  operation  of  the 
Government  by  making  larger  reductions  in  employment  in  other 
agencies.  In  keeping  with  the  June  30, 1966  date,  the  provision  is  care- 
fully designed  so  that  it  can  be  operated  in  such  a  fashion  that  when- 
ever any  agency  has  reached  its  June  30,  1966  level,  then  it  can  be  in 
a  position  to  resume  full  appointment.  To  this  end,  the  conferees 
believe  that  the  more  eflEicient  operation  of  the  Government  means 
that  the  Director  of  the  Budget  generally  should  reassign  vacancies 
to  any  agency  which  has  reached  its  June  30,  1966  level.  For  example, 
in  applying  this  provision  in  the  case  of  the  Veterans'  Administration 
(including  all  such  employees  working  in  veterans  hospitals) ,  no  reduc- 
tion should  be  required  in  employee  levels  below  that  of  June  30,  1966, 
in  the  case  of  permanent  or  full-time  employees. 

In  addition,  the  Director  is  authorized,  in  effect,  to  pool  all  agencies 
with  50  or  fewer  full-time  permanent  civilian  employees  to  permit 
the  three  out  of  four  vacancy  rule  to  be  applied  on  an  overall  basis 
for  these  agencies  without  separate  regard  to  the  number  of  vacancies 
in  any  one  of  them.  The  determination  of  the  vacancies  to  be  filled 
in  these  pooled  agencies  is  to  be  made  by  the  Director  of  the  Bureau 
of  the  Budget. 

When  a  full-time  permanent  civUian  employee  is  transferred  from 
one  department  or  agency  to  another,  the  agency  from  which  the  em- 
ployee is  transferred  is  to  be  permitted  to  fill  the  vacanc}^  without 
regard  to  this  provision.  The  agency  to  which  the  employee  is  trans- 
ferred, however,  must  regard  the  employee  as  an  appointment  under 
the  terms  of  this  provision.  This  rule  takes  account  of  the  fact  that  a 
transfer  within  the  Government  does  not  represent  a  reduction 
in  the  number  of  existing  employees,  but  at  the  same  time  removes 
any  incentive  for  agencies  to  recruit  new  employees  from  other 
agencies  in  an  effort  to  avoid  the  impact  of  this  provision. 

As  indicated  previously,  under  the  terms  of  the  Senate  amendment, 
Federal  agencies  (with  the  exceptions  previously  described)  would  have 
been  permitted  to  fill  only  two  out  of  every  four  vacancies  until  the 
total  number  of  employees,  including  both  the  number  of  full-time 
permanent  employees  and  the  number  of  part-time  and  temporary 
employees  (enumerated  on  a  full-time-equivalent  basis),  was  reduced 
to  the  number  employed  on  September  20,  1966.  The  conferees  con- 
cluded that  the  transition  to  the  permanent  limitation  would  be  so 
rapid  under  the  Senate  bill  as  to  cause  severe  dislocations  in  some 
agencies  and  departments.  For  this  reason  the  conferees  shifted  oyer 
to  a  rule  allowing  three  out  of  four  vacancies  to  be  filled  instead  of 
two  out  of  four.  With  this  modified  rule  the  conferees  concluded  that 
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it  was  better  to  apply  such  a  rule  to  all  governmental  agencies  and 
not  to  exclude  major  departments  or  agencies  which,  although  they 
perform  essential  functions,  should  be  able  to  share  in  the  reduction 
in  employment. 

The  conferees  agreed  that  it  was  appropriate  to  include  part-time 
and  temporary  employees  under  a  separate  limitation  to  preclude 
the  substitution  of  part-time  employees  for  full-time  employees. 
Including  both  categories  under  a  single  limitation  would  not  take 
account  of  the  normal  seasonal  fluctuations  in  the  number  of  part- 
time  and  temporary  Federal  employees.  By  establishing  a  separate 
limitation  for  each  group,  the  conferees  provided  for  seasonal  varia- 
tions in  part-time  and  temporary  employment  while  maintaining  the 
effect  of  the  Senate  provision. 

The  conferees  agreed  to  establish  a  limitation  based  upon  the 
number  of  employees  on  the  Federal  payroll  at  the  end  of  the  fiscal 
year  1966  because  of  the  difficulty  of  determining  accurately  the  num- 
ber employed  on  September  20,  1966. 

The  conferees  do  not  contemplate  that  the  ceilings  on  employment 
provided  by  this  provision  are  to  be  avoided  by  contracting  work 
outside  the  Government.  The  expenditure  limitations  should  aid  in 
preventing  this.  However,  in  addition,  it  is  expected  that  the  Bureau 
of  the  Budget  and  the  agency  heads  will  see  to  it  that  contract  work 
is  not  substituted  for  personal  services  performed  by  governmental 
employees. 

The  determinations  of  what  constitutes  a  full-time  employee,  a 
permanent  position,  a  temporary  position  and  a  part-time  employee 
are  to  be  based  on  the  definitions  used  by  the  Bureau  of  the  Budget. 
(See,  for  example,  Circular  No.  A-64,  revised,  dated  June  28,  1965.) 
A  casual  employee  is  to  be  considered  one  classified  as  an  ''inter- 
mittent" employee  in  the  circular  referred  to. 

Nothing  in  this  section  is  to  supersede  or  modify  the  reemployment 
rights  of  any  person  under  section  9  of  the  Military  Selective  Service 
Act  of  1967  or  any  other  provision  of  law  conferring  reemployment 
rights  upon  persons  who  have  performed  active  duty  in  the  Armed 
Forces. 

This  section  is  to  take  effect  on  the  first  day  of  the  first  month 
which  begins  after  the  date  of  enactment  of  this  bill. 

Section  202.  Reduction  of  $6  billion  in  expenditures  in  fiscal  year  1969 
A  reduction  in  Federal  expenditures  below  the  amounts  estimated 
in  the  budget  for  the  fiscal  year  1969  as  proposed  in  January  is  a 
vital  part  of  the  comprehensive  effort  to  reduce  the  budget  deficit 
to  manageable  proportions.  A  tax  increase  unaccompanied  by  con- 
trols over  spending  could  merely  result  in  an  increase  in  Federal 
expenditures.  Such  an  increase  in  expenditures  would  offset  whatever 
eft'ect  a  tax  increase  would  have  in  dampening  inflationary  pressures. 
Under  the  provisions  of  the  bill  approved  by  the  conferees,  expen- 
ditures and  net  lending  during  the  fiscal  year  1969  are  not  to  exceed 
$180,062  million  except  by  the  amount  by  which  expenditures  and 
net  lending  for  any  of  the  following  exceed  the  budget  estimates 
presented  for  it  in  January : 

(1)  Amounts  which  the  President  may  determine  are  necessary 
for  special  support  of  Vietnam  operations  (the  amount  included 
in  the  budget  is  $26,264  million;  see  p.  83  of  the  budget  document) ; 
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(2)  Amounts  for  interest  on  Federal  Government  debt  (the 
amount  included  in  the  budget  is  $14,400  milhon;  see  p.  53  of 
the  budget  document) ; 

(3)  Amounts  for  veterans  benefits  and  services  (the  amount 
included  in  the  budget  is  $7,342  milUon;  see  p.  161  of  the  budget 
document) ;  and 

(4)  Amounts  for  payments  from  trust  funds  established  by  the 
Social  Security  Act  (the  amount  included  in  the  budget  is  $36,042 
million;  see  outlays  of  first  four  funds  in  table  C-4,  p.  488,  of  the 
budget  document). 

The  budget  submitted  by  the  President  in  January  proposed  ex- 
penditures totaling  $186,062  million  (budget  document,  p.  55).  Thus, 
this  provision  requires  that  proposed  spending  be  reduced  by  $6  bil- 
lion. Actual  spending  may  exceed  $180,062  million  if  expenditures  in 
the  four  excepted  categories  in  total  exceed  the  amounts  proposed 
in  the  January  budget,  but  in  the  absence  of  this  limitation,  any  such 
increases  would  presumably  also  have  been  added  to  the  total  of 
$186,062  million. 

It  is  the  hope  of  the  conferees  that  the  reduction  in  expenditures 
will  be  achieved  by  Congress  through  its  action  on  the  appropriations 
bills.  It  was  realized,  however,  that  congressional  action  might  fail  to 
reduce  expenditures  by  the  full  required  amount.  For  this  reason,  the 
conferees  have  approved  a  provision  which  requires  that  the  President 
reserve  from  expenditure  and  net  lending  such  amounts  as  may 
be  necessary  to  carry  out  this  provision.  Therefore,  to  the  extent 
that  congressional  action  on  appropriations  bills  does  not  reduce  ex- 
penditures to  the  required  amount,  the  President  is  to  make  reductions, 
in  the  manner  which  he  considers  most  appropriate,  until  the  $6  billion 
reduction  is  reached. 

Section  203.  Reduction  of  $10  billion  in  new  obligational  authority 
Attempts  to  reduce  expenditures  will  achieve  little  success  in  the  long 
run  unless  they  are  accompanied  by  reductions  in  new  obligational 
authority.  Unless  reductions  are  made  in  authorizations  to  spend, 
expenditure  reductions  may  be  merely  temporary  because  they  post- 
pone rather  than  actually  eliminate  expenditures.  The  conferees, 
therefore,  concluded  that  a  reduction  in  expenditures  should  be  ac- 
companied by  reductions  in  obligational  authority. 

Under  the  terms  of  this  provision,  total  new  obhgational  authority 
and  loan  authority  provided  in  the  ifiscal  year  1969  are  not  to  exceed 
$191,723  million,  except  for  authority  in  excess  of  the  amounts  pro- 
posed in  the  1969  budget  for  the  following: 

(1)  Amounts  necessary  in  the  judgment  of  the  President  for 
special  support  of  Vietnam  operations  ($25,405  million  as  reported 
by  the  Bureau  of  the  Budget) ; 

(2)  Amounts  for  interest  on  Government  debt  ($14.4  billion; 
see  p.  168  of  the  budget) ; 

(3)  Amounts  for  veterans  benefits  and  services  ($7,817  million; 
see  p.  161  of  the  budget);  and 

(4)  Amounts  for  payments  from  trust  funds  established  by  the 
Social  Security  Act  ($41,765  milhon;  see  receipts  of  first  four 
funds  shown  in  table  4-C,  p.  488  of  the  budget). 

This  is  a  reduction  of  $10  billion  below  the  level  of  $201,723  million 
of  proposed  new  obligational  authority  shown  in  the  budget.  (See 
p.  53  of  the  budget.) 
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As  in  the  case  of  expenditures,  the  conferees  urge  Congress  to  reduce 
requests  for  new  obligational  authority  to  the  extent  necessary  to  meet 
the  Hmitation  imposed  by  this  provision.  In  this  connection,  it  should 
be  noted  that  congressional  action  on  appropriation  bills  directly 
determines  the  amounts  of  new  obligational  authority  whereas  it  has 
only  an  indirect  effect  on  expenditures  in  a  given  fiscal  year.  In  the 
event  that  congressional  appropriations  of  new  obligational  authority 
exceed  the  limitation,  however,  the  President  is  to  be  required  to  re- 
serve amounts  of  obligation  and  loan  authority,  in  the  manner  he 
deems  appropriate,  to  the  extent  necessary  to  reduce  total  grants  of 
authority  to  the  limitation  imposed.  The  amounts  which  the  President 
reserves  in  this  manner  (other  than  any  amounts  received  from  trust 
funds)  are  rescinded  as  of  the  close  of  the  fiscal  year  1969.  The  Presi- 
dent, at  the  time  of  the  submission  of  his  budget  for  the  fiscal  year 
1970,  is  to  make  a  report  to  Congress  identifying  the  amounts  he  has 
reserved  under  this  provision. 

Section  204-  Specific  recommendations  for  $8  billion  rescission  in  old 
obligational  authority 

As  indicated  in  connection  with  the  prior  provision,  attempts  to 
make  expenditure  reductions  effective  will  achieve  little  success  in 
the  long  run  unless  they  are  accompanied  by  reductions  in  obligational 
authority,  since  otherwise  expenditures  may  be  merely  postponed  to 
subsequent  years.  The  reduction  of  $10  billion  in  new  obligational 
authority  specified  in  the  prior  provision  gives  assurance  that  grants 
of  new  authority  ^^dll  not  give  rise  to  sharply  increased  expenditures 
in  future  years.  However,  to  be  sure  that  obligational  authority  created 
in  prior  years  is  not  available  after  the  fiscal  year  1969  to  maintain 
higher  expenditure  levels,  it  is  also  necessary  that  carryovers  of 
obHgational  authority  be  reduced.  It  is  difficult,  hoAvever,  to  determine 
in  advance  the  specific  areas  in  which  these  reductions  can  be  made. 

Therefore,  this  provision  provides  that  the  President  is  to  make  a 
specific  study  and  analysis  of  unobligated  balances  of  appropriations 
and  other  obligational  and  loan  authority  which  remain  available  for 
obligation  or  commitment  after  the  fiscal  year  1969.  He  is  to  make  a 
report  on  these  unobligated  balances  to  Congress  and  include  specific 
recommendations  for  legislation  rescinding  not  less  than  $8  billion  of 
these  unobligated  balances.  This  report  is  to  be  submitted  at  the  time 
of  the  submission  of  the  1970  budget  to  Congress. 

The  budget  document  estimates  that  there  will  be  unspent  authori- 
zations enacted  in  prior  years  totaling  $222,301  million  available  for 
expenditure  or  net  lending  at  the  start  of  the  fiscal  year  1969.  Of  this 
amount  $140,063  miUion  is  expected  to  be  unobligated  at  the  beginning 
of  the  fiscal  year  1969.  By  the  end  of  1969  unspent  obligational  author- 
ity is  expected  to  have  increased  to  $236,380  million  and  of  this 
$145,672  milhon  is  expected  to  be  unobligated.  It  is  out  of  this  latter 
unobligated  balance  that  the  recommended  $8  billion  of  rescissions  is 
to  be  made. 

Section  205.  Applications  oj  certain  formulas 

Under  present  law,  in  the  case  of  certain  appropriations,  the  grant 
or  other  distribution  of  the  funds  among  the  lecipients  of  the  funds  is 
determined  automatically  under  the  law  by  the  application  of  a 
formula  involving  the  amount  appropriated  or  made  available  for 
distribution. 
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With  regard  to  the  expenditure  reduction  set  forth  in  section  202, 
and  the  reduction  in  new  obhgational  authority  set  forth  in  section 
203,  it  is  hoped  that  Congress  will  make  most  of  these  reductions  itself, 
but  failing  that,  it  is  believed  imperative  that  the  President  make  the 
remaining  reductions.  To  the  extent  that  the  distribution  of  funds 
among  recipients  occurs  automatically  under  a  formula  relating  to  the 
amount  appropriated,  the  President  presumably  could  not  under 
present  law  reserve  any  such  funds.  This  section  enables  him  to  do  so 
by  specifying  that  after  the  President  has  reserved  any  appropriations 
where  these  formulas  apply  in  order  to  bring  about  the  $6  billion  ex- 
penditure reduction  or  the  $10  billion  obligational  reduction,  the 
amount  after  the  reduction  by  the  President  is  to  be  substituted  for 
the  amount  appropriated  or  otherwise  made  available  under  the 
formula  in  determining  the  amount  Avhich  is  to  be  distributed  to  the 
recipients. 

TITLE  III— SOCIAL  SECURITY  ACT  AMENDMENTS 

Section  301 .  Limitation  on  Federal  financial  participation  with  respect 
to  aid  to  families  with  dependent  children  {sec.  l^ip)  of  the  Senate 
hill) 

Present  law. — The  Social  Security  Amendments  of  1967  set  a  limi- 
tation on  Federal  financial  participation  in  the  AFDC  program  which 
is  related  to  the  proportion  of  the  child  population  under  age  18  in  a 
State  who  may  receive  aid  because  of  the  absence  of  a  parent  from  the 
home.  Under  the  limitation,  this  jDroportion  is  based  upon  the  ratio  of 
the  average  monthly  number  of  children  in  a  State  dependent  because 
of  the  absence  of  a  parent  during  the  first  calendar  quarter  of  1968  to 
the  child  population  in  such  State  on  January  1,  1968.  This  limitation 
would  become  effective  July  1,  1968. 

Explanation  of  conference  provision. — The  Senate  bill  would  have 
deleted  the  limitation  of  present  law.  The  conferees  postponed  the 
effective  date  of  the  provision  in  present  law  from  Jidy  1,  1968,  to 
July  1,  1969. 

In  addition,  the  ratio  which  determines  the  percentage  limitation 
of  Federal  Government  financial  participation  is  to  include  a  higher 
average  monthly  number  of  cases  when  the  caseload  is  increased 
because  of  a  State's  complying  with  a  judicial  decision  by  a  U.S.  court 
of  competent  jurisdiction  with  respect  to  State  laws  establishing  dura- 
tion of  residence  requirements  or  the  so-called  man-in- the-house  rules. 
In  this  event,  the  average  monthly  number  of  cases  is  to  include  the 
additional  children  who  receive  assistance  under  the  AFDC  program 
during  the  calendar  quarter  beginning  on  April  1,  1969  as  a  result  of 
a  State's  complying  with  such  court  decisions. 

For  example,  a  particular  State  with  a  child  population  of  1  million 
in  January  1968  might  have  30,000  children  on  its  welfare  rolls  during 
January,  February,  and  JNIarch  1968  because  of  the  absence  of  their 
father  from  the  home.  Under  present  law,  Federal  partici])ation  in 
AFDC  payments  to  this  type  of  child  would  be  limited  to  3  percent 
of  the  child  population  of  this  State  (30,000  is  3  percent  of  1  million) . 
Under  the  amendment  agreed  to  by  the  conferees,  if  a  subsequent 
court  decision  results  in  an  addition  of  10,000  such  children  to  the 
rolls  during  April,  May,  and  June  1969,  these  10,000  children  will  be 
added  to  the  original  30,000,  and  the  percentage  limitation  will  be 
increased  from  3  to  4  percent  (40,000  is  4  percent  of  1  million). 
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Section  302.  Unemployed  fathers — unemployment  compensation  (sec. 
14  (c)  and  (d)  of  the  Senate  bill) 

Present  law. — Under  present  provisions  of  the  AFDC  program, 
assistance  payments  under  the  unemployed  fathers  provision  are  pro- 
hibited for  any  month  for  which  the  father  receives  any  unemploy- 
ment compensation  for  any  part  of  the  month. 

Explanation  of  conference  provision. — The  Senate  bill  would  have 
eliminated  this  prohibition,  permitting  AFDC  to  be  received  in  the 
same  month  as  unemployment  compensation.  The  conferees  provided 
that  assistance  payments  under  the  AFDC  program  with  respect  to 
an  unemployed  father  are  to  be  denied  only  with  respect  to  any  week 
or  part  of  a  week  for  which  the  father  receives  unemj)loyment  com- 
pensation. Thus,  if  the  unemployment  compensation  is  received  for 
the  first  week  in  a  month,  this  is  not  to  prevent  AFDC  payments 
with  respect  to  later  weeks  in  the  month. 

Section  303.  Medical  assistance  (medicaid)  program  (sec.  16  of  the 
Senate  bill) 

Present  law. — Present  law  prohibits,  effective  January  1,  1968,  the 
pajnnent  of  Federal  matching  funds  under  title  XIX  toward  the  cost 
of  services  which  would  have  been  covered  under  the  supplementary 
medical  insurance  program  if  a  State  had  purchased  such  coverage 
for  its  medicaid  eligibles. 

Explanation  of  conference  provision. — The  conferees  accepted  the 
Senate  provision  under  which  the  effective  date  of  the  provision  de- 
scribed above  has  been  postponed  until  January  1,  1970.  This  action 
coordinates  the  effective  date  with  the  date  on  which  States  are  re- 
quired under  existing  law  to  have  title  XIX  programs  in  operation 
and  the  date  until  which  they  may  exercise  their  option  to  purchase 
supplementary  medical  insurance  on  behalf  of  aged  medically  needy 
persons  under  title  XIX. 

IV.  SENATE  AMENDMENTS  NOT  INCLUDED  IN 
CONFERENCE  SUBSTITUTE 

Income  from  advertising  in  periodicals  of  exempt  organizations  (sec.  1 1 
of  the  Senate  bill) 

This  section,  which  the  conferees  deleted,  would  have  provided  that 
the  advertising  income  which  an  exempt  organization  receives  in 
publishing  a  periodical  is  to  be  exempt  from  the  tax  on  unrelated 
trade  or  business  income  if  the  publication  of  the  periodical  is  sub- 
stantially related  to  the  exempt  activities  of  the  organization.  Under 
Treasury  regulations  adopted  on  December  11,  1967,  advertising 
income  from  publishing  an  exempt  periodical  is  subject  to  tax  effective 
for  taxable  years  beginning  after  December  12,  1967.  Under  the 
regulations,  advertising  income  is  taxable  to  the  extent  it  exceeds  any 
deductions  properly  attributable  to  it,  plus  any  losses  on  the  feature 
or  editorial  portions  of  the  magazine  in  excess  of  subscription  income. 

The  section  would  have  applied  to  all  taxable  years  to  which  the 
Internal  Revenue  Code  of  1954  applied. 

Import  quotas  on  textile  articles  (sec.  IS  of  the  Senate  bill) 

The  Senate  amendment  contained  a  section,  which  the  conferees 
deleted,   imposing  import  quotas  on  textiles.   The  quotas  were   to 
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apply  to  natural  and  manmade  fibers  (but  not  to  unprocessed  natural 
fibers  such  as  raw  cotton  and  raw  wool).  The  quotas  were  to  be  based 
on  the  average  imports  in  each  category  during  the  6-year  period  1961 
through  1966.  Adjustments  in  the  quotas  established  by  this  procedure 
were  to  be  permitted  if  domestic  consumption  of  the  textiles  in  a  given 
category  increased  (or  decreased) .  In  such  cases,  the  quota  would  be 
increased  (or  decreased)  in  proportion  to  the  increase  (or  decrease)  in 
domestic  consumption  provided  the  annual  change  was  more  than 
5  percent. 

A  provision  of  the  Senate  amendment  specified  that  the  quotas 
were  not  to  apply  if  the  President  was  able  to  obtain  agreements  with 
the  foreign  countries  supplying  textiles  under  which  shipments  of 
foreign  textiles  into  the  United  States  would  be  limited.  To  give  the 
President  time  to  negotiate  these  agreements,  the  quotas  were  to 
become  effective  180  days  after  the  date  of  enactment. 

Concurrently  with  the  announcement  of  the  conference  decision, 
Chairman  Wilbur  D.  MiUs,  of  the  House  Ways  and  Means  Committee, 
announced  that  on  June  4  the  Committee  on  Ways  and  Means  would 
begin  extensive  public  hearings  on  the  subject  of  the  foreign  trade 
of  the  United  States.  These  hearings  include  not  only  the  admiuis- 
tration  trade  bill,  but  also  a  broad  variety  of  proposals  relative  to  both 
imports  and  to  exports.  Such  subjects,  for  example,  as  quotas,  either 
on  an  across-the-board  or  an  item-by-item  basis,  American  selling 
price,  and  antidumping  are  included. 

Foreign  nations  indebted  to  the  United  States  (sec.  19  of  the  Senate  bill) 

The  Senate  amendment  contained  a  section  which  would  have  re- 
quired the  Secretary  of  the  Treasury  to  demand  payment,  from  all 
countries  that  are  more  than  90  days  in  arrears,  of  principal  or  interest 
on  debts  owed  to  the  United  States,  including  debts  which  arose  from 
either  World  War  I  or  World  War  II.  The  amendment  would  also 
have  prohibited  redemption  in  gold  of  dollars  presented  to  the  Treasury 
by  a  country  th,at  is  in  arrears  by  requiring  that  the  dollars  be  credited 
against  the  debts  owed  to  this  country. 

The  conferees  deleted  this  provision  subject  to  an  understanding 
that  the  Secretary  of  State  and  the  Secretary  of  the  Treasury  would 
make  a  study  of  appropriate  and  practical  terms  and  conditions 
for  payment  of  the  amounts  of  indebtedness  of  foreign  countries  to  the 
United  States  which  are  past  due  and  unpaid  and  report  the  results  of 
this  study  to  the  Congress. 

Prior  work  for  unemployed  fathers  under  AFDC  program  (sec.  14(b)  of 
the  Senate  bill) 
Present  law  provides  that  a  father  must  have  a  specified  history  of 
prior  employment  in  order  for  the  family  to  be  eligible  for  aid  to 
families  with  dependent  children  by  reason  of  tne  father's  unemploy- 
ment. The  Senate  bill  would  have  eliminated  this  prior  work  require- 
ment. The  conference  agreement  by  omitting  this  provision  retains 
the  work  requirement  of  present  law. 

Effective  date  of  family  planning  services  requirement  under  AFDC 

(sec.  15  of  the  Senate  bill) 

The  Social  Security  Amendments  of   1967  provided  that  family 

planning  services  be  offered  to  all  appropriate  AFDC  participants. 

The  Senate  provision  provided  that  in  the  case  of  a  State  which 
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does  not  now  provide  the  required  family  planning  services,  the 
amendment  in  the  Social  Security  Amendments  of  1967  would  not 
apply  to  that  State  until  after  the  close  of  the  State's  first  regular 
legislative  session  beginning  after  April  1,  1968. 

The  conferees  omitted  this  provision.  The  conference  committee 
did  this  because  it  does  not  believe  that  the  provisions  of  existing  law 
in  this  regard  require  any  State  to  provide  famUy  planning  services 
contrary  to  State  statute  and  expects  the  Department  of  Health, 
Education,  and  Welfare  to  so  interpret  and  administer  this  provision. 
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